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The knowledge of what to do is the science of ethics and
what the members of a profession have generally ac
cepted as the best practice is the application of ethics.
The most important consideration of every account
ant should be the proper practice of his profession.
There are many times when a practitioner would like
to know what other members of the profession would do
and he may hesitate to consult them. A man does not
like to admit that he is not familiar with ethical procedure
but he will always welcome information in impersonal
print; consequently a brief text upon the general subject
of ethics should be included in the library of every
reputable accountant.
Ethics of a Profession supplies the answers to many
perplexing problems which arise in practice.
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"THE WALTON WAY"
has started many
men on the road to

SUCCESS
and independence
Those who make the most rapid progress along the road
to success and independence are generally those who
enter business with specialized training. “The Walton
Way” has started many men on the road to success
and independence because Walton training in account
ancy provides the specialized training conducive to
rapid advancement in business.
More than ever before the accountancy-trained man is
essential, for accountancy is the very life-blood of mod
ern business, and men trained in accountancy are ably
fitted to grasp and solve the great business problems of
today.

An Unrivalled Record
More than 1200 Walton students have successfully
passed C.P.A. examinations. For nine successive years
Walton trained men were high honor winners in Ameri
can Institute examinations. Twenty-two honor medals
have been awarded Walton students in Illinois C.P.A.
examinations. More than 200 of America’s leading
schools of commerce use Walton texts in teaching
accountancy.

“The Walton Way” shows the possibilities for ad
vancement in executive and professional account
ancy. It describes the Walton courses and tells, in an
inspiring way, the true success stories of scores of
Walton graduates — men and women, who have risen to be outstand
ing leaders in the business world. “The Walton Way” will show you
howto get started on the road to success and independence. You
owe it to yourself to read this book— it costs you nothing. Mail
attached coupon today.

FREE

WALTON COURSES
CONSTRUCTIVE ACCOUNTING « » ADVANCED ACCOUNTING AND AUDITING
SHORT INTENSIVE-ADVANCED ACCOUNTING PRINCIPLES AND PROCEDURE
COST ACCOUNTING « » BUSINESS LAW « » FEDERAL INCOME TAX ACCOUNTING
MATHEMATICS OF ACCOUNTING AND FINANCE « » C.P.A. COACHING

Day and Evening Classes and Home Study Instruction

President and

Walton School
Commerce ———
Building

Member National Home Study Council

WALTON SCHOOL OF COMMERCE, 410-420 McCormick Building, Chicago, Illinois
Without obligation on my part, please send me a copy of “The Walton Way to a Better Day,” and suggestions as to what you can do to help
me advance in the business world.

Name......................................................................................................................................
Address..................................................................................................................................

City and State........................................................................................................................
Occupation............................................................................................Age........................

□ HOME STUDY INSTRUCTION

{

□ RESIDENT DAY CLASSES
□ RESIDENT EVENING CLASSES
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A NEW AND IMPORTANT BOOK

Financial
Examinations
by

F. W. Thornton
F. W. Thornton, a member of the Institute, whose experience has been
exceptionally wide, has written a text based upon the Federal Reserve bul
letin Verification of Financial Statements, amplifying the instructions
which that pamphlet contains. In the preparation of this book Mr. Thorn
ton has had the advantage of assistance from many members and employees
of the firm with which he is associated and he has achieved a remarkable
success.
Prominent accountants have expressed the opinion that Mr. Thornton’s
book is one of the most concise and informative treatises on the general
subject of auditing ever written. Many firms have already placed orders for
copies of the book in large numbers for use by members of their accounting
staffs. Since publication, sales of the book have exceeded in number the
sales of any other one title of the Publishing Company’s list. Nothing but
favorable comment has been received.

The committee on publication of the American Institute of Account
ants cordially recommends to every accountant, experienced and inexperi
enced, this excellent exposition of the duty of the accountant in the field.
The book consists of two hundred and ninety-two pages, contains a com
prehensive index and is printed in a size which may be carried in the coat
pocket.

Price $2.00 delivered in the United States and Canada

AMERICAN INSTITUTE PUBLISHING CO., INC.
135 Cedar Street

New York
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WARNING about Federal Taxes
Your work in preparing corporate or
individual returns required for this last
year’s operations is going to be unusually
complex and difficult.
The past twelve months have seen count
less changes in the tax situation. The
Treasury’s position, as reflected in regula
tions and rulings issued, has stiffened
notably on many points. Court and Board
of Tax Appeals decisions have upset or

modified former interpretations in im
portant respects.
Amendments in the National Industrial
Recovery Act repeal or alter previous pro
visions, as those relating to carrying for
ward net losses. They add new taxes, yet to .
be officially clarified, and constitutionality
of which may be contested.
To protect clients or employers against
overpayments or penalties, you must
check every item with unusual care.

TAX

Handbook
Montgomery

Now Ready: the NEW Tax Book for Accountants by
ROBERT H. MONTGOMERY

FEDERAL TAX
HANDBOOK 1933-34
Corporation Income Taxes — Individual Income Taxes
Gift Taxes — Estate Taxes — Capital Stock Tax
Excess Profits Tax — Tax Withheld on Dividends
ERE in Mr. Montgomery’s new tax book is exactly the clear and
trustworthy guidance which every accountant needs in tax work
under today’s conditions. All in one place, you have a net answer to any
likely question regarding the application of federal taxes, the position
to take and the course to follow.

H

Gives Interpretation, not Compilation
From his years of experience with tax laws, Mr. Montgomery takes the
responsibility of interpreting into plain, positive recommendations of procedure
everything bearing on the law and its 1933 amendments. Points that may cause
trouble — questionable rulings or decisions, doubtful provisions in the law
itself — are discussed frankly with his personal comments and suggestions.
Even if you had before you all the cases, all the official data, on any point,
you would still lack this final interpretative counsel which Montgomery gives.
Whether or not you subscribe to any services, you still need Montgomery.

Just What You Want for Immediate Use
The time to take counsel on tax matters is now, and not after action has been
taken and policies carried out which result in avoidable tax burdens.
With Montgomery’s Federal Tax Handbook 1933-34, you can
start at once to check over everything relating to returns for
which you are responsible and do all you can to keep tax pay
ments down to the minimum required. You will find it a price
less timesaver and safeguard against error. All through the book
you get, together with your tax information, suggestions on the
accounting procedure that will satisfy requirements of the law.

ORDER your copy now—

USE THIS

CONVENIENT FORM

THE RONALD PRESS COMPANY
15 East 26th Street, New York, N. Y.
Send me postpaid a copy of Montgomery’s new Federal
Tax Handbook 1933-34. Within five days after its
receipt, I will send you the price, $7.50. Or, if the book
is not satisfactory, I will return it to you.
(M689)

The price of this new 1,130-page Handbook complete is

Name........................

only $7.50 —the very minimum outlay for the very maximum

of information. You want the protection Mr. Montgomery’s
counsel affords as soon as possible. Send for this Handbook —
you can return it within five days if not satisfactory. For your
own advantage, fill out the order blank at the right and mail
it now.

The Personal Work of an
Outstanding Authority
Robert H. Montgomery
is eminently qualified to
offer counsel of the type this
Handbook represents. For
years he has made a special
study of tax legislation. To
day he stands as one of
America’s highest authorities.
He is a Certified Public
Accountant; Counsellor-atLaw; member of the firm of
Lybrand, Ross Bros. & Mont
gomery; Editor of the Finan
cial Handbook; author of Audit
ing, of Federal Tax Practice,
and of the famous Income
Tax Procedure, 1917-1929.
His counsel, as given in this
new Federal Tax Handbook
1933-34, combines viewpoints
of the lawyer and accountant.

(Please print)

Firm..........................

Position
or Title

Business Address
City

State
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EXAMINATIONS
ARE YOU PREPARED?
Statistics show that comparatively small percentages of candidates pass ac

countancy examinations. These percentages could be greatly increased if every
candidate were properly prepared by a thorough course of study.
The ideal preparation is provided by the reputable schools of accountancy,
colleges, etc. But even that may be much assisted, and, if a school course is not
available, a great aid to success may be obtained by reviewing the questions set by
the American Institute of Accountants and adopted by the majority of state boards.

The problems and questions in accounting, auditing and law in ten recent
examinations of the American Institute of Accountants adopted by thirty-seven
state boards are published in one volume, “EXAMINATION QUESTIONS,
MAY, 1927, to NOVEMBER, 1931.”
The American Institute Publishing Co., Inc., also publishes “UNOFFICIAL
ANSWERS TO EXAMINATION QUESTIONS, MAY, 1927, to NOVEMBER,
1931,” prepared by H. A. Finney, H. P. Baumann and Spencer Gordon. These two
volumes are admirably designed for preparatory study and are recommended for
those who are preparing for the Institute or a state C.P.A. Examination.
The questions and answers cover the field of modern examinations.
The number and diversity of problems and questions provide a compre
hensive test.
The problems are weighted to indicate the approximate time which should
be devoted to their solutions.
Messrs. Finney and Baumann have had many years of experience in writing
solutions and answers and in conducting resident courses in training candi
dates for examinations.
Alternative interpretations are discussed.
Short methods of preparing working papers and statements are illustrated.
Two styles of type are used to distinguish the minimum requirements of
satisfactory solutions from the comments and explanations intended for the
student.

All problems appear as they were presented in the examination, without the
hints on difficult points which often appear in textbooks. Thus you are required to
deal with all difficulties yourself, exactly as though you were at an examination.
Explanatory comments and interpretations appear in the solutions.
An index permits concentration on problems of one type if desired. On the other
hand. valuable practice can be obtained in solving an entire examination within the
stipulated time limit.

The Price of the Two Companion Volumes is $5.00, Postpaid

AMERICAN INSTITUTE PUBLISHING CO., INC.
135 CEDAR STREET, NEW YORK
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A PROFITABLE DECISION
is reflected in the use of

International Electric
Accounting and Tabulating
Machines

executives are now planning their programs for 1934.
BUSINESS
Those who determine to guide their operations with reports and
analyses automatically prepared by the Electric Accounting Method
make a profitable decision.

Minutest details of all phases of the business will be instantly avail
able. Exact knowledge of month-to-month accomplishments will
therefore be secured; future activities will be based on comprehensive
data that point the way to beneficial results.
Problems concerning manufacturing ex
penses, selling costs and overhead are solved by
the application of Internationals . . . an im
portant fact since it is in these fields that profitbuilding efforts in 1934 will largely concen
trate.

The flexibility of International Electric Ac
counting and Tabulating Machines adapts them
to all accounting procedures and permits timely
reviews of all operating factors to be quickly
made. Whether your business is of a manu
facturing, distributing or service nature, these
devices will speed up and simplify your routines.

A TABULATING SERVICE
The advantages of the Electric Ac
counting Method are obtainable
either by the installation of a private
set of equipment or by employing the
International Tabulating Service Bu
reau.

The entire line of machines and the
services of consultants and operators
are available for any particular elec
tric accounting procedure or all of
them . . . also for handling special
jobs or all the accounting and statisti
cal work of a client. Rates are moder
ate. Send for detailed information.

International Business Machines Corporation
international Electric Accounting and Tabulating Machines . . . International Time Recorders and Electric Time Systems . . . International
Industrial Scales . . . Dayton Moneyweight Scales and Store Equipment . . . Electromatic Typewriters . . . Radio Typewriter Systems

General Offices

Canadian Division

270 BROADWAY, NEW YORK, N. Y.

300 CAMPBELL AVE.,W.TORONTO, ONT.

OFFICES

AND

SERVICE

STATIONS

IN

W

ALL PRINCIPAL CITIES OF THE WORLD
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Started with 29 in 1917

In 1932-33;

2,339

OF ACCOUNTANTS
We have examined the records
relating to the enrollment of
students at The Bentley School
of Accounting and Finance in
the year ended June 30, 1931,
1932 and 1933, and we certify
that, in our opinion, the number
of students who were enrolled
at the school in those years,
excluding duplications within
each year, was 2,711 in the year
ended June 30, 1931, 2,701 in
the year ended June 30, 1932,
and2,339 in the year ended June
30, 1933.

Lybrand, Ross Bros. & Montgomery
Boston, Mass., September 19,1933

•The enrollment for 1933-34
will be published after the
close of the current year.
¶ Only men are admitted.
Catalog upon request.

BENTLEY SCHOOL of

ACCOUNTING & FINANCE
school of distinction
921 Boylston Street, Boston, Mass.
H. C. Bentley, C. P. A., President

Audit Working
Papers
THEIR PREPARATION AND CONTENT

By
J. HUGH JACKSON
This standard text has been adopted widely
for class-room use and is an important part of
an accountant’s working library.
It discusses the preparation and content of
the auditor’s working papers and shows by
examples how such papers should be prepared,
what information the schedules should con
tain, a statement of the work done, method of
cross indexing, folding and arranging the
various papers and exhibits.
For both the general practitioner and the
student, a reading course on auditing is in
cluded as a bibliography. This is divided
into twenty-five topics with selected refer
ences. These topics have been arranged so that
they form the basis of a collegiate course in
auditing.
This book ought to be a prominent part of
the business literature in the credit depart
ment of every bank or other institution main
taining such a department. To the credit man
it is invaluable as indicating what should be
back of the audited statement submitted to
him.
Ninety-nine charts
201 pages of text
Cloth bound
Price delivered in United States
and Canada, $5.00
AMERICAN INSTITUTE PUBLISHING
CO., INC.
135 Cedar Street
New York
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An Appropriate Gift
for Accountants
St. "Nick” will be happy to remem
ber you this Christmas. Just express
your desire to be remembered by
filling out and mailing the coupon
below The proposed gift should
prove as useful as socks or hand
kerchiefs but much more lasting
and of far greater value to you.
It's a reference manual* on the sub
ject of punched card accounting
So rapid is the progress of this fas
cinating subject that up to
the minute information is

sent out monthly in bulletin form
that the manual may be kept
up to date It is an important
reference in any accountant's of
fice . . . complete information on
Punched Card Accounting and its
many applications in various fields
of business
Business men are becoming more
and more interested in punched
card accounting. Firms that use it

intelligently find that it not only
reduces the cost of routine ac
counting but gives by-product in
formation in the forms of com
parisons and analyses that are
invaluable for modern manage
ment
Every progressive accountant
owes it to himself to know all
he can about this comparatively
new art in accounting.

POWERS
PUNCHED

Listen in to “March of Time"
every Friday 8:30 P. M. Eastern
Standard Time, Columbia Network.

CARD)

ACCOUNTING

MACHINES

Division of REMINGTON RAND Inc., Buffalo. New York

* A complimentary SERVICE to public
and private ACCOUNTANTS. The
"Powers Reference Manual” is a loose leaf
binder and the monthly bulletin service
that tells of the latest in punched card
machines and methods. Just fill in the cou
pon, paste it to your letterhead and mail.

Please send me, with no obligation on my part, the Powers Reference
Manual and monthly Bulletin Service.

Name........................

....

Firm................................................................................. ..................

Street.................................................................................................

City........................................................ State...................................
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. one can envy the student who
can turn to this volume for reference,
because in years gone by one had to
dig out the history from books not half
so lucidly and entertainingly written.”
N. A. C. A. Bulletin

“. . . not only has he produced a
profoundly arresting and unusually
significant work, but also he has pro
vided for all accountants who really
throb and thrill to the challenge of
their daily tasks, a book in which they
will revel, because of its clear, pungent
presentation and its clever selection
of illustrative material.”
The American Accountant

history is the result
of many years of labor and research. It reviews the evo
lution of bookkeeping into accounting, beginning with
Pacioli and his school and carrying the historical analy
sis down to the year 1900.
The book is in two parts. Part one devotes ten chap
ters to the evolution of double-entry bookkeeping. Part
two consists of twelve chapters which deal with the
expansion of bookkeeping into accountancy.
The treatment of the subject is original and the
text is entertainingly written.
Advance sales, following a preliminary announce
ment, have been gratifying to author and publishers.
The American Institute Publishing Co. recommends
this authoritative history and believes it will be an in
valuable addition to the library of all who desire knowl
edge of the history of accounting.
380 PAGES—CLOTH BOUND

Price delivered in the United States, $5.00

AMERICAN INSTITUTE PUBLISHING CO., INC.
135 Cedar Street, New York, N. Y.
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To those who
plan to take
the next C.P.A. examination
Particularly noteworthy
features of the training are:
N addition to its regular
Course, the Interna
tional Accountants Society,
Inc., offers a special Coach
ing Course for Accountants
who are planning to take the
C. P. A. Examination.

I

This Course will be sup
plied only to those who are
already competent account
ants, as no attempt is made
to teach general accounting
in this course. The instruc
tion is pointed directly at
the C. P. A. Examination.
Something more than a
knowledge of accounting is
necessary to insure success
in the examination room.

Solving examination prob
lems is vastly different from
the usual work of making

100 problems in Practical Accounting
with solutions and comments
100 questions and answers in Account
ing Law
100 questions and answers in Auditing
100 questions and answers in Theory
of Accounts

Elaborate explanations and comments
that include, in addition to the finished
statements or solutions, such items as
suggestions for “Notes to the Examiner,”
working sheets, side calculations, use of
proper terminology, and discussions of
authoritative opinions.

Problems and questions (1) actually
used in a C. P. A. or an A. I. A. examina
tion, or (2) specially prepared to train
the candidate in handling certain points
likely to be encountered in the examination.
Personal correction, criticism, and grad
ing of every examination paper by a
Certified Public Accountant who has him
self passed the C. P. A. examination.
There are sixteen such Certified Public
Accountants on the Active Faculty of the
International Accountants Society, Inc.

audits, installing systems, or
conducting investigations.
Many men with little or no
practical experience can
solve C. P. A. problems
readily — many others with
years of experience flounder
pitifully in the examination
room. WHY? The candidate
is required to work at top
speed. He must work with
limited information. He has
to construct definitions.
Very often it is necessary
for him to use unusual
working sheets.

The C. P. A. Coaching
Course given by the Inter
national Accountants So
ciety, Inc., prepares you to
meet such conditions. The
fee is $42, and the text
consists of twenty lessons.

A BOOKLET, "Howto Prepare for the C. P. A. Examination,’’ is available for those who
are interested. For a free copy, just write your name and address below and mail.

International Accountants Society, Inc.
A Division of the ALEXANDER HAMILTON INSTITUTE
To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.

Send me the special booklet, “How to Prepare for the C. P. A. Examination,”
which describes your special Coaching Course for Accountants.
Name___________________ .________________

..Company_______________ __ _________ _._ _

Address_________________ _________________
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NOW. . .
A TYPEWRITER THAT
OPERATES ENTIRELY FROM THE KEYBOARD

In this new typewriter, electricity saves

line, and shifting to capitals.The keyboard

the wasted energy and motion that make

is standard. There is no new touch to learn.

typing so tiring. The motor does all the

Ask for a demonstration. Telephone

heavy work — returning the carriage,

the local Burroughs office—or write for

spacing automatically to the next writing

free, illustrated, descriptive folder.

BURROUGHS
TYPEWRITER
BURROUGHS ADDING MACHINE CO., DETROIT, MICHIGAN
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EDITORIAL
Accountants are, of all men, probably
the most intimately concerned with
hard facts, and theory is to them merely an instrument by which
to take facts and build of them the structure of industrial and
commercial integrity. Indeed, accountants are a little inclined
to be somewhat impatient of theory, unless it lead almost im
mediately to good practice. Consequently, in a time like the
present, when the government of the United States is dealing
largely with theory and, as some folk think, with indifference to
obvious fact, the views of the accountant may be of salutary
importance. They may act as the counterweight to keep the
scales in balance. There is a tremendous amount of theoretical
exploration, much of which is purely speculative, and if we are to
return to anything like equilibrium there must be at the other
end of the arm at least an equal amount of practical common
sense. Now, it is not the function of a national organization,
such as that which The Journal of Accountancy attempts to
represent, to indulge in discussion of partisan politics. Every
such organization is of necessity composed of men of all parties,
each one of whom is fully entitled to expect of his national society
that it shall walk in the middle of the road. It would be improper
and fruitless to take sides in any question which could be regarded
as entirely within the range of party politics. Furthermore, no
party has a monopoly of righteousness. On the contrary, it would
be better to say that every party is animated chiefly by a desire
to advance the welfare of all the people. Therefore, in discussing
the great questions which are now engaging the rapt attention of
401
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the entire population, it is the duty of a magazine of this class to
look at the problems as though there were no such thing as party
in the scheme of politics. It is with the effect which present causes
may bring to pass that we must be concerned.

The fundamental difficulty which un
derlies all the existing uncertainty is the
result of an over-indulgence in the pleasant stimulant of hope.
When the great crash of 1929 shattered our confidence and set us
all trembling, it was natural that the voters, most of whom are
sadly devoid of perception, should expect by a change in adminis
tration to call back the prosperity which had departed. Every
body, high and low, was infected by the virus of exceeding hope.
All that we needed was to have in office new men who would evolve
new ideas and set up new ideals. We had tried administrations
of both the major parties during the preceding two decades and
with varying success we had climbed to dizzy heights of opulence.
It was quite consistent with the psychology of the electorate that
whatever party was in power at the moment of disaster should be
cast out and its opposition should be called to the helm. That
was wholly within the scope of mass mentality. The administra
tion which ended in 1933 had not done miraculous things. It
had lacked much of the superhuman power which we, unreason
ably perhaps, expected of it. So we changed the watch and most
of us felt that by so doing we had escaped shipwreck. All sails
could be set again, the clouds would vanish and fair winds would
bring us to our desired haven. We displayed a childish faith in
the mere fact of change. To alter the metaphor, we were like the
hypochondriac who trys one nostrum after another with a neverfailing assurance that each new venture will restore youthful
health. Of course, it was absolutely absurd to believe that
anything of the kind could happen politically. No human power
could have driven away all the effects of panic and shattered
trade and perished fortune. The pity of it was that so much
stress was laid upon alleged ability to do the impossible. Candi
dates for all offices carried to the furthest corners of the land the
voice of foolish promise, and in every hamlet and farm the spirit
of hope was inhaled. The country went to the polls and voted
overwhelmingly for a change, and good, honest, devoted men were
elected to high office throughout the land. It was not their fault
that the people hoped too much. It was their fault, of course,

Misled by Hope

402
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that they promised more than they could ever perform, but that
has been the fault of every candidate for office since the time
when the first choice of a leader was entrusted to a tribe. The
name of the candidate who promised too little has never been
discovered in the archives of history.
There was an altogether inspiring una
nimity in the way in which the people
of the country welcomed the new
administration. Everyone of every party seemed to be imbued
with a feeling of absolute friendliness. We all, without important
exception, stood ready to back the government in its efforts to
lead us up out of despondency. Probably at no other time when
the country has been at peace has there been anything like such
whole-hearted support of an administration by the people of the
nation. We had elected to congress and to administrative office
the men who, we felt, were best qualified to lead. We were
content to fall in line behind them if there was work for us to do,
and, if not, we would sit by the line of march and cheer the army
on its way. We would not attempt by adverse criticism for one
moment to hamper progress. Sometimes we noticed in the
procession subordinate officers of whose innate ability we had
grave doubts; but they were marching under orders and we felt
that it was our patriotic duty as well as true wisdom to give them
all the help we had to offer. And so the army marched; and for
eight months or so we watched or participated with an almost
amazing sympathy and patience. We could not understand
why the route was so often changed, why the orders which we
heard were given, but we let it pass and did our best and trusted
manfully that victory was somewhere ahead and that ultimately
the army would be headed in the right direction.

A Nation Ready
to Respond

There comes a time, however, when
T
ime to ask, Why? patience and blind faith are no longer
the only virtues. After all, it is our country which is in jeopardy.
It is our money, they are our homes and businesses and profes
sions which are at stake, and we can not too long be content to
remain inarticulate. Therefore, a murmur of protest is being
heard here and there along the line of march and the sound is
increasing. There will be louder and ever louder voices raised; and
questions, which a few months ago would not have been uttered,
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will be asked, and demands will be made that must be heeded.
We are coming into the debatable ground, and wholly irrespective
of what party or what persons are in control we shall insist as
a nation that something must be done to give us at least an
assurance of where we are going. We can not forever wander
looking for a light which may not exist. And accountants, those
hard headed men of fact, are probably as well fitted to be the
proponents of question as any one in all the land. They are not
apt to be led astray by every wind of doctrine, true or false. They
are analytical and like to think through to a logical and fair
conclusion. Most men who are entrusted with the analysis of
fact are being disconcerted by the transformations which are
taking place. No one of us expects that we shall have what has
been called a new deal all around. No great revolution was ever
accomplished in a day or a year or even in a lustrum. The
scheme of our civilization has been built up through many
centuries, and it can not be overthrown in an instant. Many of
our institutions may be ill founded and essentially wrong, but
they can not be set aside and all the evil wiped away in a little
while. That has been one of the facts too often overlooked. We
have harbored unjust hopes that miracles would save us. But
there can be no complete readjustment of social relations without
the lapse of time. We may devise beautiful plans for the amelio
ration of mankind, but close before us stands the fact of what is.
Our system of the distribution of wealth may be altogether awry,
but we can not set it straight by a wave of a hand. And we
should be much wiser if we would cease to expect what in our
hearts we know is beyond the power of any man or any group of
men, however gifted they may be.
Consequently, if it be true that we have
been unreasonably expecting vast ac
complishment, it seems that the time has come when we must
change our policy of silent watchfulness and begin to take an
active, helpful and intelligent part in the enormous task which
lies before our government. There are indications that this is
being done. Grave questions are being raised, policies are being
criticized, sometimes quite too harshly, and there is a serious
danger that this new sentiment of restlessness may grow with
terrible rapidity and the honest efforts, which are being made
with all the ability which the makers can bring to bear, will be
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frustrated and there will be no good conclusion. It were much
better, therefore, that all of us should set our minds to work to
find what we, each one of us, may do to help, not to hinder,
except where it seems to us, after calm and dispassionate delibera
tion, that we are headed in the wrong way. If the people of
the country will devote their attention to constructive criticism
and will carefully avoid anything which may lead to partisan cap
tiousness, we shall be able to help the executive and legislative
arms of the government and thereby shall hasten the resumption
of what we all fondly believe is our normal condition of pros
perity.
In such a spirit many men are now
saying—and an infinitely greater number
is probably thinking—that we should dispense with the influence
of theory and get back to an analysis of fact. The attempts of
many of our leaders to embark upon wholly experimental adven
ture have not produced the desired results. Never in the history
of man has it been possible to bring in Utopia simply by wishing
for it. As an illustration of futile hope it is interesting to look
at some of the schemes which have been brought forward. With
a great amount of artificial stimulation the plans of the national
recovery administration have been praised in an altogether
unreasonable way, and we have been told that it was our patriotic
duty to accept implicitly and without question the dictates of
appointed officers. There was a theory that by shortening hours
and raising wages the volume of employment would be increased;
but one vital factor of success was overlooked. It does no good
to encourage manufacture until there is a demand for the products.
It has always been the experience of business that increased wages
and the employment of more men followed the demand for goods.
We have sought lately to reverse the natural order—and the
result we know. Then again we have dallied with the theory
that a debased currency with its concomitant increase in numbers
of units of currency would spell prosperity. And with this
theory there has been an intentional departure from the only
standard of value which has ever been effectively administered.
We have left the gold standard—and in its place we have no stand
ard at all. Now, it would not be quite so unwise to leave one
standard if there were something else to take its place—but
today we have nothing. We do not even know what our dollar

Vain Theories
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means, and we know still less about what the dollar of tomorrow
will mean. Inflation is the commonest word on the American
tongue today, and yet no one knows exactly what it signifies.
We have before us the horrid experience of Germany, which carried
inflation to the absolute extreme, and there are some careful
thinkers who predict that if this tendency toward inflation be not
immediately checked we shall pass through precisely the same
sort of agony which convulsed the German people. Business as
a whole does not seem to be regaining its health. There was a
time in the early summer when a certain amount of animation was
aroused and some of the basic industries gave evidence of virility.
It was, however, a temporary revival and now in the autumn we
have gone down again and depression is darkening the sky.
In these circumstances it seems to us that it is high time for a
more intelligent and active participation in the government which
is the property of all the people. We have tried theory, far too
much of it. We have tried silence, far too much of that. We
have given every encouragement within our power to our chosen
leaders; and it must be confessed that partly as a result of this
national spirit of benevolent sympathy there has grown up here
and there a tendency to dictatorship, however much that may
be denied by those who would dictate. It seems clear that there
is only one thing to do now, and that is to leave the position of
spectator and to assume the role of actor. There is something
which each one of us can do to bring in better reasonableness.
We have had too much tolerance with class-room theory. It
seems now that the time is at hand when we must say to our
college professors that we have listened long enough. They have
a part to play—and a tremendous part it is in the progress of
mankind. No forward step was ever taken which was not first
evolved in the mind of a theorist. But that is not to say that
theory alone can achieve. What we want now is men of ex
perience, honest men, earnest men, men who have already per
formed in the arena of affairs. We want such men to be called
to Washington and to all our capital cities to give advice on the
practical side and to stand ready to take up the duties which
may be laid upon them. There are thousands of such men and
they are ready, if a chance be given them, to join hands with the
administration of our nation and of our states and even of our
municipalities in the imperatively needed effort to bring order out
of the chaos which theory has done so much to make.
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This is not meant to imply—and we
should be disheartened if it were so
interpreted—that there should be any
thing resembling carping criticism or disloyalty. On the other
hand, we believe that the accounting profession and most of the
business men of the country, bankers, lawyers, engineers, all the
men who have to do and not merely to think, are still ready to
lend a hand and a mind to help the administration, national and
in the states. All they want is to be called upon for service.
They have the knowledge, far greater than the knowledge of any
pure theorist can be, of what has taken place, and they know
better than any one else can know how to profit by experience,
how to apply what we call common sense to the problems which
face us. At this moment the people of America are trembling
on what they believe to be the brink of a precipice. We are, as a
nation, given to excess. As some one has said, our stock is either
at a premium or not worth a tinker’s damn. Just now we are
filled with fears and forebodings, but all our sentiment can be
changed quickly if only we can win back confidence in our people
and our institutions. Nothing in the world can prevent the
success of America except America itself. We are as nearly selfcontained as any great nation can be. We are fabulously wealthy
in spite of our appearance of poverty. Our natural resources are
the topic of oration by every demagogue as well as every states
man. The rest of the world is slowly but surely struggling up
to better times. There is no reason why we should not go for
ward also, if we can only cast aside forever our own doubts about
ourselves. No true American at heart can be anything but
stalwart in the faith of the better Americanism. The accountants
for whom we endeavor to speak in these pages can do splendid
work by lending every power they have to the assistance of the
administrators of our government. Accountants will not have
any sympathy with vague and ill considered experiment. They,
in common with the rest of the country, have been very gentle
and well disposed during the past few months, but that condition
can not continue. There must be a healthy and friendly effort
to prevent the adoption of unwise and probably disastrous plans
for radical innovation. When all is said and done, if we will
leave our trembling and our foolish fears and look at the matter
before us without partisanship or prejudice we shall all come to the
conclusion that America is America still; that we have good men
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at the head of affairs; that it is our duty to help and not merely
to be onlookers; and so out of chaos we shall come into the calm
and pleasant realm of national welfare.

According to the New York Times of
November 12th, twenty-six business and
industrial leaders in Chicago have announced the formation of a
permanent organization, a sort of committee on monetary policy.
In this group of men are two prominent accountants. The news
paper report quotes the following expression of the group:

It Is Done in Chicago

“We are convinced that monetary policy can not be wisely
determined save on the basis of experience and the judgment of
economists qualified in the monetary field. Untried currency
schemes must be abandoned if confidence in the dollar is to be
restored. Only upon that confidence can business and all pro
duction go forward with a higher price level and greater purchas
ing power.
“To promote clear discussion of the issues raised in the deter
mination of monetary policy and to provide a rallying point for
those who, like the undersigned, endorse the views of economists,
these views are presented in the form of a statement of policy:
“1. Recovery can be achieved only through an increased
volume of business, which increases wages and the whole national
income.
“2. The fundamental condition for an increased volume of
business is confidence in the dollar and in the national credit and
a reasonable expectation of profit for individual enterprise in
industry, in trade and in agriculture.
“3. Confidence in the dollar and in the national credit demand
that currency experimentation be abandoned, and that deprecia
tion of the currency be stopped before it gets out of hand.
“4. A higher price level is desirable only if accompanied by
increased income—for farmers, wage earners and business men,
big and little—and this can not be achieved by manipulation of
our currency.
“5. Further depreciation of the dollar by government action is
the road to printing-press money, which means the further dis
organization of agriculture and industrial production and the
ultimate impoverishment of the nation—of its wage earners,
its farmers and of every individual citizen, debtor and creditor
alike.
“6. An announced determination to return to a fixed gold
standard, giving effect to current needs and experience, is indis
pensable to elimination of uncertainty and to the restoration of
confidence in the dollar!”
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This is the kind of action which we have been attempting to
describe. It is an example of bringing to a question of para
mount importance the opinion of men who ought to know the
subject of which they are talking. It is not in any sense a par
tisan or political criticism, but rather a sound, deliberate opinion
and a warning. The danger of inflation is recognized and these
men are saying that unless the danger is met and diverted with
out delay we shall be hurrying down the road which will be very
difficult to retrace. Similar expressions of opinion have been
uttered by the New York chamber of commerce and by the
United States chamber of commerce. Indeed, there appears to
be no difference of opinion among business men.
Another illustration of the desire to

Amendment of Legisla- prevent the adoption of unwise policies
tion Is Necessary

is found in the wide-spread objection
to many of the provisions of the federal securities act. The
effects of this act in its present form are evident every day.
Hardly any one is courageous enough to be even remotely asso
ciated with the flotation of securities when the act holds over
the head of everyone penalties which are staggering. There
are some things about the securities act which are altogether
commendable, but it was written with too much attention to
impractical idealism. It is all well enough to place the blame
where blame belongs, but that is not equivalent to making people
responsible for things which are entirely without the range of
their control. There should be, of course, the utmost liability
on the part of every responsible person if wrong-doing occurs,
but perils which attach to directors, bankers, lawyers, account
ants and all others who have to do with the issuance of securities
are absolutely prohibitive. The securities act can be so rewritten
that it can be helpful. As it is at present it has brought to a
standstill financial operations which are prerequisite to the re
sumption of activity. Business can not go forward without the
aid of finance, but no one in his sane senses is going to assume
the fantastic responsibilities which the present act seeks to lay
upon him. This is one of the most outstanding examples of
the fallacy of enacting or attempting to administer laws with
attention only to theoretical fancy. There can be righteousness
in practice without the interference of absurd and excessively
extended liability. It seems that the administration in Washing409
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ton is cognizant of the present restiveness or of the destructiveness
of the securities act, and reform may be expected in the next
session of congress, but the incident exemplifies as well as any
thing can the need for the assistance of practical men to modify
and to make practicable the ambitions of pious theory.
A member of the American Institute of
Accountants sends an interesting report
upon an experience in his part of the country and suggests that it
be commended to the consideration of accountants generally.
It appears that a corporation, which conducted a nation-wide
business and was also concerned with export of its product to
Europe, had submitted its books of account and records to one
firm of accountants for seventeen consecutive years. This year
the board of directors felt that it might be possible to save money
by calling for bids for the audit, and accordingly a letter was sent
to four large national accounting firms and four firms whose
practice was chiefly within the state. The result of the eight
letters was as follows: One national and one state firm did not
reply. One national firm answered that it did not submit flat
price bids for professional engagements. Two national and
three state firms quoted regular per-diem rates. There were,
therefore, no flat-price bids and the engagement was given to the
firm which had done the work in prior years. This is an excellent
example of the improvement which is taking place in the general
practice of accountancy. All the accountants concerned were
members of the American Institute of Accountants and all of
them evidently felt that flat-price bidding was abhorrent to the
sense of professional decency. If the same principle were univer
sally applied throughout the country it would not be long before
the folly of calling for bids for professional work would end.

Bids Not Productive

During the past year a special com
mittee of the American Institute of
Accountants has been giving consideration to the forms of bank
confirmations sent out by auditors, and at the last meeting of
the Institute a report of this committee was presented and ac
cepted. The committee had sent letters to representative firms
of accountants asking for specimen copies of the forms which
were in use. Twenty-one replies were received and the forms
sent to the committee varied widely. The committee reviewed
Bank Confirmations
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all these forms and discussed the problem of verification with
bankers. Following the research conducted by the committee a
standard form was prepared and was made part of the committee’s
report submitted to the Institute. The proposed form takes
advantage of the most desirable features of all the forms submitted
and embodies certain other improvements which the committee
felt were desirable. After the meeting of the Institute the execu
tive committee resolved that copies of the accepted form should
be printed and distributed to all members of the Institute, so that
members who desired might purchase the forms from the In
stitute’s publishing company at a price which would probably
be less than the cost involved in purchasing from various printers.
The new form is designed so that the name of the firm can be
printed both on the original and the duplicate. The form is
under copyright of the American Institute Publishing Co., Inc.,
and may be obtained from that company only.
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American Institute of Accountants’
Examinations
[Following is the text of the examinations in auditing, law and accounting
presented by the board of examiners of the American Institute of Accountants,
November 16 and 17, 1933.]

Examination in Auditing

November 16, 1933, 9 a. m. to 12:30 p. m.

Answer all the following questions:

No. 1 (10 points):
(a) What items in the balance-sheet of a manufacturing and
trading concern would you normally classify as current assets and
current liabilities?
(b) State upon what tests you would rely to determine whether
items in part or in whole were properly classified under such
headings.
No. 2 (10 points):
In auditing the A Corporation you find that during the year it
has taken over the assets (except goodwill) and the liabilities of
the B Corporation in exchange for an agreed amount of stock of
the A Corporation at par. The said assets and liabilities have
been merged with those of the A Corporation, and the latter’s
goodwill account has been increased to balance the balance-sheet
after merger. You are satisfied that all values are sound.
(a) What is indicated as to the consideration paid by Corpora
tion A?
(b) Should it be reflected in the goodwill account of A or not?
Give your reasons.
(c) In what other manner might the transaction be treated on
A’s books?
(d) Supposing the conditions upon which your answer to (a) is
based to be reversed, how would you treat the transaction?
No. 3 (5 points):
In the code of ethics of the American Institute of Accountants
it is provided that no member shall advertise his professional
attainments. Explain the principle underlying this rule.
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No. 4 (15 points):
You are auditing the accounts of the Smith Corporation for the
year 1931, and ascertain the following facts:
(1) The Smith Corporation owns a one-half interest in the
Jones Corporation, which manufactures parts used by the Smith
Corporation in its products.
(2) The Jones Corporation had been highly profitable up to
December 31, 1928, and has accumulated five million dollars in
earned surplus, but in 1931 it earned only $25,000.
(3) Up to December 31, 1930, the Jones Corporation had never
paid any dividends to its stockholders, but in 1931 it declared and
paid two million dollars out of its surplus.
(4) The Smith Corporation credited its dividend from the
Jones Corporation to current earnings, and its profit-and-loss
statement for the year 1931 shows the following composite item:
“Net earnings for the year to Dec. 31, 1931, after deduct
ing discounts, allowances, cost of sales, depreciation, selling and
administrative expenses, and after crediting discounts and mis
cellaneous income........................................................................... $500,000”

(a) Would you or would you not certify this statement? Give
your reasons.
(b) If not, then give two modified statements, either of which
you would be willing to certify.
No. 5 (10 points):
The Dimenslot Company maintains a branch office in a distant
city where the only financial transactions authorized are the col
lection and banking of receipts from automatic vending ma
chines, the payment of branch payrolls and expenses, and the
remittance to the factory of funds in excess of branch require
ments. Monthly reports of cash receipts and disbursements are
sent to the factory.
As auditor you send to your representative in the branch city
twelve monthly reports covering the year under audit with in
structions to audit the branch records. In due course you receive
a report stating that the monthly reports are in agreement with
the books and that the balance in bank has been duly confirmed
by the depository. The report also states that the deposits, as
shown by the bank statements, exceeded the receipts, and the
cheques issued by the branch exceeded the disbursements shown
by the books. Such excesses consisted of items of which a list is
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enclosed without comments, showing in totals the following
disbursements:
Bank loans, partly renewals, finally paid in full...........................
Cheques to employees........................................................................
Accommodation purchases for employees......................................

$12,000.00
2,000.00
2,088.99

(a) What would these three items suggest to you?
(b) What should be the contra items with respect to each?
(c) What criticism would you make of your representative’s
report?
(d) What further steps, if any, would you take in the matter?
No. 6 (10 points) :
On March 6, 1933, you start an emergency audit of the A. B.
Company and you are required to render a certified balancesheet as of that date. You find the cash on hand to consist
mainly of cheques drawn on banks all over the country in pay
ment of accounts receivable which have been duly credited by the
bookkeeper. By proclamations of the president and governors of
states all the banks involved have been closed, and you have
learned from confidential sources that only sound banks will be
permitted to reopen. Your client’s own bank is regarded as per
fectly sound. Given full power by your client to use your own
judgment
(a) What instructions will you give the bookkeeper?
(b) How will you treat the items of cash and accounts receivable
on the balance-sheet in giving an unqualified certificate? Give
your reasons.

No. 7 (10 points):
You are auditing the books of a company incorporated in the
United States and of its Canadian subsidiary company for the year
1931. You find that the accounts of the subsidiary have been
consolidated with those of the parent company on the basis of par
of Canadian exchange throughout the year, in spite of the fact
that the Canadian dollar has been below par most of the year,
and was at 83% of the U. S. dollar on December 31, 1931.
(a) Should any exchange gain or loss be recognized? If so,
should it be reflected in the consolidated accounts?
(b) Upon what bases should the conversion of fixed assets (in
cluding the credits to the fixed-asset accounts for property retire
ments and the provision for depreciation) be made?
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(c) Upon what basis would you convert the funded indebted
ness, subject to what exception?
(d) Upon what basis would you convert an inventory of goods of
the Canadian company purchased during 1930?
No. 8 (10 points):
(a) What is a “stock right,” and how is it declared?
(b) Give the formula for ascertaining the theoretical value of a
“right” as attaching to each old share, explaining the meaning of
your symbols.
(c) Give an example in actual figures.

No. 9 (10 points):
(a) The Interstate Holding Company owns capital stock of
three subsidiary companies, A, B, and C, in proportions (to the
total outstanding stock of each) of 95%, 90% and 60%, respec
tively. In preparing statements of the holding company for the
guidance of its directors in deciding upon the declaration or omis
sion of dividends, what cognizance, if any, would you take of the
following facts?
1. That the book value of A Company’s stock is less than that
at which it is carried by the holding company because of heavy
losses incurred in the current year through inefficient manage
ment.
2. The book value of B Company’s stock is substantially less
than that at which it is carried by the holding company, as a direct
result of the subsidiary’s having declared and paid dividends
during the current year in excess of profits.
3. That C Company’s stock, which is carried on the holding
company’s books at an average cost in the open market of $84
a share, is quoted on the New York stock exchange at $10 at the
balance-sheet date. Investigation shows that this shrinkage is
directly attributable to two factors, (1) adverse conditions in the
industry and (2) general financial conditions and other causes
entirely unrelated to the business.
(b) State briefly what your treatment of the foregoing factors
would be in preparing a balance-sheet for the holding company.
No. 10 (10 points):
The X Company, which owns 90% respectively of the stocks of
the Y and Z Companies, submits consolidated statements showing,
among other things:
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Income of $9,000 dividend received from the Y Company,
which actually earned $12,000 during the current year.
Net liability to minority stockholders of Z Company $9,000,
which is explained to be the difference between the minority capi
tal stock of $10,000 and a loss of $1,000 for the current year sus
tained by the Z Company.
If you find any error in either or both of the above items, state
how it should be corrected.
Examination in Accounting Theory and Practice
PART I
November 16, 1933, 1:30 p. m. to 6:30 p. m.

Answer problems 1, 2 and 3 and either problem 4 or problem 5.
No. 1 (30 points) :
On the basis of the following information prepare:
1. A balance-sheet of all funds after closing the books at
December 31, 1932.
2. A statement of the current surplus of the general fund for
the year, showing the revenue, the expenditures and
other items increasing or decreasing surplus during the
year and the balance of surplus at the end of the year.
3. A statement of income and expense of the water depart
ment for the year.
The city of Dowell classifies its accounts under four different
funds. The balances in the accounts of those funds on January 1,
1932, and on December 31st of the same year before closing were
as follows:
January 1st December 31st
General fund
$ 10,162 $ 21,215
Cash....................................................................
12,429
15,676
1931 taxes receivable...........................................
3,545
2,325
Accounts receivable..............................................
9,533
9,641
Stores ......................................................................
3,154,695
3,154,695
Permanent property.............................................
60,838
1932 taxes receivable...........................................
225,000
Estimated revenue from taxes...........................
62,000
Estimated revenue from miscellaneous sources
234,398
Appropriation expenditures for current purposes
8,716
Appropriation expenditures for capital additions
Appropriation expenditures for payment of
25,000
bonds..............................................................
5,842
Appropriation encumbrances (1932).................

$3,192,499
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Accounts payable...............................
Reserve for 1931 taxes.......................
Reserve for orders and contracts. . .
Reserve for stores...............................
Current surplus...................................
Bonds payable.....................................
Capital surplus....................................
1932 tax anticipation notes payable.
Reserve for 1932 taxes.......................
Revenue from taxes...........................
Revenue from miscellaneous sources
Appropriations....................................
Estimated budget surplus.................
Sale of old equipment........................

January 1st December 31st
5,626
$
2,826 $
10,200
10,200
5,842
3,286
10,000
10,000
11,603
11,492
225,000
250,000
2,929,695
2,904,695
25,000
24,766
222,894
64,325
276,000
11,000
1,260

$3,192,499

$3,823,211

January 1st December 31st
717
$
6,126 $
5,573
7,645
12,635
13,826
24,500
21,700
214,204
212,604
109,638
3,000
10,600
1,097
12,460

Water fund
Cash..............................................
Accounts receivable.........................
Stores .................................................
Investments of replacement fund .
Permanent property........................
Labor and material expense...........
Interest on bonds........................... .
Depreciation charge........................
Accounts of prior years written off
Expended for additions to plant...

Accounts payable.................................................
Customers deposits...............................................
Replacement fund reserve..................................
Operating surplus.................................................
Bonds payable.......................................................
Capital surplus......................................................
Services billed........................................................
Deposits lapsed.....................................................
Interest on investments.......................................

$ 261,901

$ 394,424

$

$

4,324
1,500
21,700
21,773
60,000
152,604

$ 261,901
Assessment fund
Improvement No. 50
Cash....................................................................
Assessments receivable....................................
Delinquent assessments receivable................
Public benefit receivable.................................
Interest on bonds.............................................

Bonds payable.................... ..............................
Surplus................................................................
Interest on assessments...................................
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4,318
1,600
24,500
21,773
40,000
154,204
146,867
60
1,102

$ 394,424

January 1st December 31st

$

4,653
46,829
4,826
5,632

$

1,844
33,414
2,010
4,516
3,000

$

61,940

$

44,784

$

60,000
1,940

$

40,000
1,940
2,844

$

61,940

$

44,784
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Improvement No. 51
Cash................................................................
Assessments receivable....................................
Public benefit receivable.................................

January 1st December 31st
$
851
21,600
2,400

Bonds payable...................................................
Surplus...............................................................
Interest on assessments...................................

$

24,851

$

24,000
390
461

$

24,851

January 1st December 31st
Trust funds
$
3,216 $
31
Cash....................................................................
94,425
99,425
Investments...........................................................
800
Premium on investments....................................
260
Accrued interest purchased.................................
849
Cemetery maintenance........................................
2,976
Cemetery expense.................................................
3,200
Policemen’s pensions paid...................................
2,400
Firemen’s pensions paid......................................

Cemetery endowment fund reserve...................
Policemen’s pension fund reserve......................
Firemen’s pension fund reserve..........................
Cemetery maintenance fund reserve.................
Profit on sale of investments..............................
Undistributed income..........................................
Policemen’s pension fund contributions..........
Firemen’s pension fund contributions...............

$

97,641

$ 109,941

$

60,000
18,691
16,824
2,126

$

$

97,641

$ 109,941

60,000
18,691
16,824
2,126
600
4,800
4,160
2,740

It is the practice of the city to close out the unencumbered
balance of appropriations of the general fund at the end of each
year. Depreciation on the general property of the city is not
entered and accrued interest on investments or on outstanding
bonds is disregarded. Income and profit on trust fund invest
ments are distributed 62% to cemetery funds, 20% to police
men’s pension fund, 18% to firemen’s pension fund.
The cemetery maintenance fund consists of the income from the
cemetery endowment fund and is used for cemetery expense.
Excess of receipts over disbursements of pension funds are closed
to the reserve accounts of the respective funds at the end of each
year.
Attention is directed to the following facts and conditions at
the close of the year 1932:
(1) 1931 taxes in excess of the reserve against them are to be
written off.
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(2) Because of the increased uncertainty of 1932 tax collections
the reserve on them is to be increased by fifty per cent.
(3) Invoices on all orders and contracts outstanding at be
ginning of year have been paid with a saving of $111, which has
been credited to current surplus.
(4) The old property sold during the year was carried in the
accounts at a value of $6,000.
(5) Permanent property valued at $1,820, becoming useless,
was discarded during the year.
(6) Replacements of water-department equipment costing
$6,200 were made from the replacement fund during the year at a
cost of $7,800.
No. 2 (30 points):
On the basis of the following data prepare:
1. Thesurplussectionof thebalance sheetthatyou will submit.
2. Subsidiary schedules showing the computation of the
items in this surplus section.
3. The reconcilement between the $5,670,000 shown in your
analysis and the amount that will be shown on your
balance-sheet.
Your summarized analysis of the surplus of the Electrical Appli
ance Manufacturing Co. from January 1,1908, thedate of incorpo
ration, to December 31,1932, the date of your audit, is as follows:
Date
Jan. 1, 1908 to
Dec. 31, 1932
Dec. 31, 1915

Jan.

1, 1920

Dec. 31, 1920
Jan. 1,1923
Jan. 1,1923
Jan. 1,1926

Jan.

1, 1926

Jan.

1, 1928

Dec. 31, 1931

Dec. 31, 1932

Credits
Description

Amount

Net income carried to surplus........................... $10,000,000
By debit to goodwill—as authorized by board
of directors...................
510,000
Patents granted to Josiah Thompson on Janu
ary 1, 1920; donated to the company by him
as of January 1, 1920; valued by the board of
directors at $340,000 as of January 1, 1920 . .
340,000
Premium on common capital stock sold.........
300,000
Profit on sale of plant to subsidiary Company A
100,000
Profit on sale of plant to subsidiary Company B
200,000
Appreciation by appraisal:
Land..................................................................
200,000
Building...........................................................
500,000
Machinery and equipment............................
300,000
Donation to company of 5,000 shares (being
the entire amount) of its preferred capital
stock then outstanding.
500,000
Profit on sale of entire capital stock of sub
sidiary Company A to outside interests . ..
175,000
Discount on common capital stock reacquired
and retired....................
200,000
Discount on $500,000 face amount of the com
pany’s first-mortgage bonds reacquired and
retired............................
100,000
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Dec. 31, 1932

Jan. 1, 1923 to
Dec. 31, 1927

Jan. 1, 1923 to
Dec. 31, 1932

Reduction of capital stock from par value of
$100 per share to the same number of shares
with par value of $50 per share, as author
ized by the stockholders at special meeting
held December 21, 1932. $2,000,000
Undistributed earnings (i. e., net increase in
earned surplus) of subsidiary Company A,
taken up by debit to investment in subsid
iary Company A..............
100,000

Undistributed earnings (i. e., net increase in
earned surplus) of subsidiary Company B,
taken up by debit to investment in subsid
iary Company B..............
700,000
Total credits................................................

Date
Jan. 1, 1908 to
Dec. 31, 1932
Jan. 1, 1915 to
Dec. 31, 1925
Jan. 1, 1925 to
Dec. 31, 1932
Jan.

1, 1915

Jan.

1, 1923

Dec. 31, 1932

Dec. 31, 1932

Dec. 31, 1932

$16,225,000

Debits
Description

Amount

Cash dividends paid on common stock...........

$ 8,000,000

Cash dividends paid on preferred stock..........

330,000

Dividends on common stock paid in common
stock out of earned surplus.
1,000,000
Discount on sale of 5,000 shares of 6% pre
ferred stock, par value $100 per share, at 85
Discount of 10% on $2,000,000 of 6% First
Mortgage 20 year gold bonds dated January
1, 1923..........................
200,000
Provide reserve for excess of cost over market
value of marketable securities owned at
December 31, 1932.....
200,000
Provide reserve for obsolescence of inventory at
December 31, 1932 .....
400,000
Write off the book value of the Market Street
plant abandoned as of December 31, 1932..

350,000

Total debits..................................................

$10,555,000

Balance—net credit....................................

$ 5,670,000

75,000

You also have in your papers the following information:
The goodwill account of $510,000 was transferred to the
patent account as of January 1, 1923, by order of the board
of directors.
The company provided for depreciation at the rate of 3% per
annum on buildings and 10% per annum on machinery and equip
ment, computed on the book value. The company owns or
owned the entire capital stock of two subsidiary companies, A
and B.
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Dividends of $400,000 were received from subsidiary Company
B and credited to investment in subsidiary Company B.
A reserve for amortization of patents was provided by annual
charges of 1/17th of the charges to the patent account.
The net book value of the Market Street plant at December 31,
1932, was $350,000, which was found to consist of:
Appreciation
Cost
Jan. 1, 1926
Land........................................................... $ 20,000
$ 50,000
Buildings..................................................... 200,000
100,000
Machinery and equipment......................
300,000
50,000

Total...................................................

$520,000

Reserve for
depreciation

$200,000

$ 70,000
300,000
$370,000

No. 3 (20 points):
On January 1st the inventory at market values of working
cattle and live stock on a plantation in the West Indies was as
follows:
Work animals (bulls and oxen)..................................
Horses.............................................................................
Cows...............................................................................
Heifers.............................................................................
Young bulls....................................................................
One year heifers (under two years)...........................
One year bulls (under two years)..............................
Bull calves (under one year).......................................
Heifer calves (under one year)...................................
Breeding bulls................................................................

Together.................................................................

Unit
Number Price
1,588 $ 52
16
120
274
30
137
20
220
30
82
15
127
20
137
10
114
10
6
150
2,701

Amount
$ 82,576
1,920
8,220
2,740
6,600
1,230
2,540
1,370
1,140
900
$109,236

During the year, the following changes took place:
Births—
145 bull calves
130 heifers

Deaths—
261 work animals
5 cows
4 heifers
3 bull calves
Found—
8 work animals
12 bull calves (new)
5 heifer calves (new)

Purchased (all on hand at the end of the
year)—
120 work animals at $45
41 young bulls at $30
Sold—
63 work animals
4 cows
2 horses
Lost—
7 work animals

During the year 73 heifers were reclassified as cows and 175
young bulls as work animals. All of them were on hand at the
end of the year.
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The market values remained the same throughout the year
except that work animals were worth $43 a head at the end of the
year.
Prepare:
1. A columnar statement showing opening and closing in
ventories with number, unit price and value, together with all
numerical changes during the year, making such further ad
justments as may be necessary.
2. A statement showing the amount of the opening inven
tory, the amounts of increases through appreciation, purchase,
birth, etc. and of decreases through reduction in market value,
sales and losses, thus arriving at the amount of the closing in
ventory.

No. 4 (20 points):
In preparing a balance-sheet, to be used in proposed refinancing
of a company engaged in the production of wine, which has main
tained rather incomplete records, what amount would you use as
the value of finished wine on hand, on the basis of the following
data?
With respect to the inventory of wine on hand you are able to
determine the following:
(1) The average cost of grape juice was $1.55 per gallon, which
approximates present market.
(2) The average cost of brandy, of which 5 gallons were used
per 50 gallon barrel of finished wine, was $3.75 per gallon.
(3) Filtration loss was stated to be, in the aggregate, about 4
gallons to each 50 gallons—the federal government allows 6%.
(4) The total labor cost to produce 40,000 gallons in one year
was $18,000.00.
(5)
The cost of a 50 gallon barrel was $5.50.
(6)
The plant overhead was about 1/3 of the labor cost.
(7)
Shrinkage averaged about 1% per annum.
(8)
Carrying charges averaged about 6% per annum.
(9) Of the 20,000 gallons of wine on hand, 5,000 gallons were
15 years old and 15,000 gallons were 6 years old.
Submit a work sheet and explain your reasoning.
No. 5 (20 points):
“A” opened a store on January 1, 1908, with a capital of $10,000. After deducting a reasonable salary for himself his profits,
422

American Institute of Accountants' Examinations
which were permitted to remain in the business, were as follows:
19C8....................
1909....................
1910....................
1911....................
1912....................

$15,000
20,000
30,000
40,000
60,000

1913..........
.... $ 10,000
150,000
1914..........
50,000
1915..........
100,000
1916..........

On January 1, 1917, he incorporated, and received for the net
assets in the business the entire capital stock of the corporation,
consisting of common stock of a total par value of $485,000.
On January 1, 1928, the company was reorganized. “A” re
ceived $1,000,000 of 6% cumulative preferred stock of $100 per
share and 50,000 shares of no-par-value common stock of $485,000
stated value.
In the period from January 1, 1917, to December 31, 1927, the
company had acquired for $500,000 the land and building which it
occupied. On January 1, 1928, the property was appraised at
$600,000 and this value was placed on the books of the re
organized company.
(a) Immediately following the reorganization on January 1,
1928, “A” sold one-half of his preferred stock for $500,000.
What taxable profit or deductible loss for federal income-tax
purposes did he realize from the sale?
(b) In 1930 the corporation exchanged its land and building for
property in another neighborhood. The new property had a
value of $600,000. Depreciation for 1928 and 1929 on the old
building amounted to $5,000. What profit or loss for federal
income-tax purposes was realized from this exchange?
Note.—Under the 1917 income-tax law goodwill was allowed
as invested capital and should be considered in determining the
value of the company’s shares. In computing the goodwill as of
any date, use invested capital and profits for the preceding five
years, allow 8% return on the average capital and capitalize the
balance of profit on the basis of 15%.
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Examination in Commercial Law
November 17, 1933, 9 a. m. to 12:30 p. m.

An answer which does not state reasons will be considered in
complete. Whenever practicable, give answer first and then state
reasons.

Group I

Answer all questions in this group.
No. 1 (10 points):
Beach drew a bill of exchange on Washburn as drawee and gave
it to the payee for adequate consideration. The payee personally
presented it to Washburn who immediately became enraged and
tore up the bill. Against whom has the payee any right of action
on the bill?
No, 2 (10 points):
O’Rourke gave a mortgage on real estate to Kenyon. The
mortgage note was not paid at maturity but interest was paid
currently, and the mortgage continued in force as an open one
without formal renewal. The property was conveyed several
times until it reached Wulff. Wulff as owner made an agreement
with Kenyon as mortgagee, personally assuming the mortgage
debt, extending the time for the payment of it and specifying that
interest was to be paid on February 19th and on August 19th of
each year. Wulff then conveyed the property to Coleman, who
paid the interest for several years, each payment being made from
one to five days before it was due. The mortgagee upon fore
closure sought to hold Wulff for a deficiency. Wulff defended on
the ground that the payment and acceptance of interest prior to
its due date amounted in each instance to an extension of the
mortgage without his consent and thereby relieved him as surety.
Is his defense legally sound?

No. 3 (10 points):
Miller, a diamond cutter, gave a diamond on memorandum to
Falk, the written memorandum expressly providing that title was
to remain in Miller until Miller approved of a sale by Falk. Falk,
representing that he was the owner and without showing the writ
ten memorandum, sold the diamond to Porter for cash and then
disappeared without accounting to Miller. Miller now sues
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Porter to recover possession of the diamond.
judgment be rendered?

For whom should

No. 4 (10 points):
(a) How, in general, would you draw the line distinguishing
interstate business from intrastate business?
(b) Are citizens of each state entitled to the privileges and im
munities of citizens in the several states? (State the authority
for your answer.)
(c) Is a corporation a citizen to which your answer to (b)
applies?
No. 5 (10 points):
A retail storekeeper contracted with a newspaper to publish an
advertisement in which certain articles were listed at the price of
$15 each. The newspaper negligently and erroneously printed
the price of these articles as $5 each. The newspaper sued the
storekeeper for the contract price of the advertisement. The
storekeeper set up a counterclaim that he was obliged by law to
sell the articles at $5 instead of at $15 and that he thereby in
curred a heavy loss. Was his counterclaim a valid defense?

Group II

Answer any five questions in this group. No credit will be given
for additional answers, and if more are submitted only the first five
will be considered.
No. 6 (10 points):
A promissory note, otherwise negotiable, contained a promise
to pay the sum of $50,000 “in successive semi-annual payments
of not less than one thousand dollars each, for a period of eight
years from date, and the balance then due to be payable on
demand thereafter, with interest on the principal unpaid at the
rate of six per cent. per annum, payable semi-annually, together
with all taxes assessed upon said sum against said payee or the
holder of this note.” Explain whether or not the foregoing
provision affected the negotiability of the note.
No. 7 (10 points):
Defendant was the owner of a half interest in, and was director,
vice-president and general manager of, a mutual casualty com
pany, a corporation engaged in insuring owners of taxicabs against
damages for personal injuries. As an inducement to plaintiff
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to purchase defendant’s interest in said corporation, defendant
gave plaintiff a written statement of the corporation’s financial
condition which showed a surplus of $112,201.34. In reliance
upon said statement, plaintiff purchased defendant’s interest, and
shortly thereafter an examination by the state insurance depart
ment showed a deficit of $47,943.01 as of the date of the state
ment. The difference lay in the reserve for outstanding losses.
The correct amount of that reserve could be determined only by
examining some 6,000 pending suits and claims and placing on
each a reasonable estimate of liability. No evidence was offered
by defendant to show how he had determined the amount of the
reserve as shown in his statement. On these facts, should
defendant’s statement be held fraudulent?
No. 8 (10 points):
A document entitled “Articles of agreement,” duly executed,
stated that the parties to it agreed to execute a formal lease of
certain specified real estate for a specified term of years at a
specified rental. The document provided for “the usual and
proper covenants” as to possession, surrender and delivery,
warranty, re-entry and the like and recited that the lease was to
contain “in brief, all of the usual and formal clauses to the mutual
satisfaction of the parties.” Did the phrase “to the mutual
satisfaction of the parties” make the document indefinite, a mere
agreement to agree, and thus unenforceable as a contract?
No. 9 (10 points):
X leased a building from Y to be used as a jewelry store. Just
prior to the expiration of the lease, Y contracted with Z to wreck
the building. Z inspected the building prior to making his con
tract and in the contract he agreed to a legally enforceable penalty
for delay beyond a specified date. Upon the expiration of the
lease, X vacated, but he abandoned a large safe which he had
placed in the basement of the building. The lease contained no
provision applicable to either the installation or the removal of the
safe. Z discovered the abandonment of the safe after X had
vacated and notified X that he would hold X responsible for the
cost of removing and disposing of the safe (which had no sale or
scrap value) and also for any penalty for delay necessarily caused
by the work of removing the safe. Could Z recover from X on
either of these claims?
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No. 10 (10 points):
A depositor in the Amalgamated Bank sued the bank to recover
the amount paid by the bank upon the forged endorsement of the
payee of a cheque drawn by the depositor. At the time the
cheque was given to the payee, the latter gave the depositor a
promissory note payable on demand for the amount of the
cheque. The bank pleaded as a defense that the depositor had
been negligent in not making a timely demand upon the payee of
the cheque for the payment of the note. Is this a good defense?

No. 11 (10 points):
Plaintiff owned 60% of the capital stock of the Monitor Baking
Corporation in the city of X. Defendant, who was president and
manager of that corporation, owned 10% of its capital stock.
Defendant told plaintiff that he intended to start a baking com
pany of his own in a city over 500 miles away. Plaintiff there
upon contracted to buy defendant’s stock in the Monitor Baking
Corporation, making a cash payment on account and giving a
note for the balance. Immediately thereafter, defendant or
ganized and became president of a new baking corporation in the
city of X which was to compete directly with the Monitor com
pany. Before maturity of the note and prior to the transfer of
the stock, plaintiff sued in equity for rescission of the contract.
Is plaintiff entitled to rescission?
No. 12 (10 points):
In August, 1932, the Blake Building Corporation sold a parcel
of real estate at a profit or excess over cost. The purchaser paid
part of the selling price in cash and gave a note secured by a
purchase-money mortgage for the balance. The cash received
was less than 40% of the selling price and the corporation used the
instalment basis in its 1932 federal income-tax return. In
January, 1933, the corporation was dissolved and all its assets
including said note were distributed to its sole stockholder.
(a) If at the time of dissolution the corporation was indebted
to its sole stockholder for an amount equal to the amount of said
note and the note was accepted by the stockholder in discharge of
that debt, how should the corporation account for the balance of
the profit on the sale in its 1933 federal income-tax return?
(b) Would your answer necessarily be the same as in (a) if said
note were given to the stockholder as part of the liquidating
dividend?
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Examination in Accounting Theory and Practice

PART II

November 17, 1933, 1:30 p.

m. to

6:30 p. m.

Answer problems 1,2,3 and 4 and two of the problems 5, 6 and 7.

No. 1 (23 points):
The “A” Corporation (New York), with a branch in Phila
delphia has a wholly owned subsidiary, the “B” Corporation,
which was forced into bankruptcy on June 30,1933. The creditors
of “A” corporation formed a committee, following the applica
tion by the Dexter National Bank, Philadelphia, against its
loan, of the company’s balance of cash on deposit with the bank.
The following trial balances after closing, June 30, 1933, and
other data were furnished to the committee by the company:
“A” Corporation (New York books)
Cash—New York Trust Co. $ 1,524
Notes payable—
Dexter Nat’l. Bank, Phil
Securities, at cost (pledged) 14,650
Furniture and fixtures ....
1,000
adelphia .................... $20,000
Capital stock—“ B ” Corp..
7,500
Loans payable—secured,
per contra................. 12,500
Advances—“B” Corp........
14,640
Capital stock................... 25,000
Advances—Phila. branch.. 15,680
Deficit—per books............
2,506
$57,500

$57,500

The pledged securities have a market value of $5,200 and the
furniture and fixtures an appraised value of $300.
Philadelphia branch (Philadelphia books)
Accounts payable............ . $19,060
Cash—Dexter Nat’l. Bank,
1,550
Philadelphia, per bank
Wages payable.............
800
Taxes payable...............
statement..................... $ 1,580
Accounts receivable..........
10,000
Due to “A” Corp......... ... 15,680
Merchandise inventory,
9,500
June 30, 1933..............
7,500
Furniture and fixtures ....
8,510
Profit and loss.....................
$37,090

$37,090

The sale of the assets should realize the following: accounts re
ceivable $6,200; merchandise $4,675; furniture and fixtures $2,500.
The cost of liquidation for New York and Philadelphia should
be about $4,000.
Receiver and trustee administrative expenses of “B” are esti
mated at $5,000. Cheques for $4,520 to merchandise creditors,
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on which payment was stopped when bank applied cash on deposit
against its loan, have not been adjusted on “B” 's trial balance.
“B” Corporation—Alleged bankrupt
Assets are at estimated realizable value
Overdraft—Camden bank. $ 1,600
Accounts receivable.......... $ 5,582
Land and building..............
9,860
Loan payable—Camden
Merchandise inventory,
bank.................................
7,000
June 30, 1933 ..................
7,500
Store wages payable...........
540
Furniture and fixtures........
1,230
Office salaries payable ....
200
John Doe, president—
Executive salary payable—
loan account................
300
President..........................
1,800
Deficit................................... 34,388
Mortgage payable..............
12,000
Mortgage interest accrued..
240
Real estate taxes payable..
530
Accounts payable...............
12,810
“A” Corporation...............
14,640
Capital stock.......................
7,500
$58,860

$58,860

The salary of John Doe, the president, is $6,000 per annum.
The store wages and office salaries are for the two weeks ending
June 30, 1933. The “A” Corporation is guarantor on the mort
gage and “B” Corporation is on the mortgage bond.
Having engaged your services, the committee has instructed
you to prepare, from the above information, statements showing
(a) the probable amount which should be available for unsecured
claims against “B” Corporation, and (b) the probable amount
which should be available for creditors of “A” Corporation in the
event of liquidation.

No. 2 (30 points):
You are appointed by the board of directors to examine the
accounts relating to the assets and liabilities of The Goodenough
Corporation, New York, and its domestic subsidiaries, as at
December 31, 1932.
Prepare a consolidated balance-sheet as at December 31, 1932.
The Goodenough Corporation has one foreign subsidiary
(wholly owned), the accounts of which have been examined by
another firm of accountants whose report, which has been sub
mitted to you, is as follows:
The British Goodenough Company, Ltd.
Balance-sheet as at December 31, 1932
Liabilities
Share capital:
Authorized:
600,000 shares of £1 each..........................................
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Issued:
600,000 shares of £1 each..........................................
Current trade liabilities......................................................
Reserve for income tax payable:
Due January 1, 1933......................................................
Due January 1, 1934......................................................
Indebtedness to affiliated company.................................
Profit-and-loss appropriation
account:
Balance January 1, 1932...............................................
Net profit for year..........................................................

£ 12,145
298,000

Less: Dividends...............................................................

£310,145
200,000

£600,000
78,500

90,000
74,500
2,500

Total.............................................................................

110,145
£955,645

Note.—There is a liability not included in this balance-sheet in respect to
machinery which this company has agreed to purchase.

Assets
Property, plant and equipment at cost, less reserve of £250,000 for
depreciation...................................................................................... £450,000
Stock on hand at cost.............................................................................
170,000
Customers’ accounts receivable, less reserve of £10,000 for bad and
doubtful accounts............................................................................
250,383
Cash at bank and in hand (Of this amount the sum of £80,000 is
earmarked for a guarantee given on behalf of the company) ... 85,262
Total.................................................................................................

£955,645

Auditor’s report
We report to the members that we have examined the above balance-sheet
with the books of the company and have obtained all the information and
explanation we have required. We are not satisfied as to the adequacy of the
reserve for bad and doubtful accounts.
Subject to this remark we are of opinion that the balance-sheet is properly
drawn up so as to exhibit a true and correct view of the state of the company’s
affairs as at December 31, 1932, according to the best of our information and
explanations given to us, and as shown by the books of the company.
A. B. C. and Co.
London, England,
January 31, 1933

You have communicated with the English company and with
its auditors and have ascertained the following:
(a) With the exception of machinery costing £100,000, which
was installed in November, 1932, when the average rate of ex
change was $3.50, the property, plant and equipment were ac
quired when the company was formed, when the rate of exchange
was at par ($4.86). The established policy of the company is to
charge a full year’s depreciation on additions made in the first six
months of any year and to charge depreciation commencing
January 1st of the year following the year of addition on addi
tions made in the second six months of any year.
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(b) Of the stock on hand £160,000 represents goods purchased
from The Goodenough Corporation, the parent company, at its
cost of $540,000 plus freight to England of $36,000 paid by the
parent company at the time of shipment. Cost of the remaining
£10,000 of British stock approximated market at December 31,
1932. (Note: There had been no change in freight rates to
December 31, 1932, and the rate of exchange on that date was
$3.40. You find that The Goodenough Corporation had reduced
the cost of its inventory by 10% in order to reflect the lower of
cost or market value as at December 31, 1932. The directors
have agreed that for the purpose of the consolidated balance-sheet
the inventory as a whole should be valued at the lower of cost or
market value.)
(c) The auditors of The British Goodenough Company, Ltd.
feel that an additional reserve of £50,000 should be provided
against the accounts receivable. Neither the directors of the
British company nor those of the American corporation can agree
that any further reserve is necessary.
(d) The note on the British balance-sheet refers to machinery
which it has been agreed shall be purchased from the parent
company at its cost less depreciation—net $120,000.
As a result of your examination of the accounts of The Goode
nough Corporation and its domestic subsidiaries, you have pre
pared the following consolidated trial balance as at December 31,
1932, together with your list of audit notes:
Consolidated trial balance as at December 31, 1932
DR.

Cash in banks and on hand...................................... $ 880,000
U. S. government securities......................................
504,000
Accounts receivable....................................................
1,910,000
Reserve for doubtful accounts..................................
Inventories...................................................................
1,325,000
Property, plant and equipment................................
6,600,000
Reserve for depreciation............................................
Company’s own shares..............................................
275,000
Due from The British Goodenough Company, Ltd.
10,000
Accounts payable and accrued liabilities................
Provision for federal income tax..............................
Dividend of 50 cents a share payable Jan. 2, 1933
Capital stock—common, no par, authorized and
issued.....................................................................
Surplus..........................................................................
Investment in subsidiary company at cost............
2,916,000

CR.

$ 210,000
2,500,000
2,320,000
275,000
500,000

5,000 000
3,615,000

$14,420,000 $14,420,000
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Audit notes
(1) Cash includes a special deposit of $100,000 in the Y Bank &
Trust Company. This deposit is subordinate to claims of all
other depositors but not to claims of stockholders.
(2) The government securities are stated at cost, although the
market value at December 31, 1932, was only $490,000. How
ever, on February 28, 1933, the market value had recovered to
$507,000.
(3) The inter-company account is debited or credited at the
actual rate of exchange on the date of each transaction, but the
balance at the end of each month is adjusted on the books of the
parent company by a debit or credit to profit-and-loss account, to
bring the account to the basis of a fixed rate of exchange, viz., $4.
The actual dollar cost of the £2,500 shown on the British com
pany’s balance-sheet was $9,250. There were no items in transit.
(4) In addition to customers’ accounts the following items are
included in accounts receivable:
(a) Loan to officer $87,000.
(b) Customers’ accounts aggregating $370,000, on which
payments are deferred by special arrangement until
1934: $50,000 of reserve is allotted to these accounts.
(5) Company’s own shares represent 7,000 shares carried at
cost and held for resale to employees under employees’ stock pur
chase plan. The market value on December 31, 1932, was $3 per
share but the directors will not agree to writing down this asset
to market value.
(6) The life of Mr. B., President, is insured for $1,000,000 in
favor of the company and the policy at December 31, 1932, had a
cash-surrender value of $75,000. All premiums have been
charged to expense, as the directors object to setting up cash
surrender value on the books.
(7) There are claims pending against the company which are
estimated not to exceed $150,000.
(8) The property, plant and equipment accounts are stated at
cost.
(9) Accounts payable include employees’ savings deposits,
$392,000.
No. 3 (25 points):
On the basis of the following information prepare:
1. An assembly sheet in columnar form to arrive at the figures
for the assets and liabilities of the “New Company.”
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No journal entries, formal balance-sheet or work sched
ules are required.
2. A statement showing the items of which the capital surplus
of the “New Company” is composed.
The P Company was an operating and holding company whose
position at October 1, 1932, was shown by the following balancesheet :
Assets
Cash......................................................................................................
Accounts receivable, less reserve......................................................
Inventories...........................................................................................
Marketable securities—present value..............................................
Investment in subsidiary companies...............................................
Fixed assets, less depreciation............................................................
Prepaid expenses.................................................................................
Deficit...................................................................................................

$

150,000
200,000
750,000
500,000
4,700,000
8,000,000
50,000
1,300,000

$15,650,000

Liabilities
Accounts payable................................................................................
Bank loan.............................................................................................
Trade notes payable...........................................................................
Unpaid bond interest.........................................................................
First-mortgage 7 % bonds..................................................................
Eight per cent. cum. preferred stock (unpaid dividend $160,000)..
Common stock 1,240,000 shares no par...........................................

$

300,000
1,000,000
170,000
280,000
4,000,000
2,000,000
7,900,000

$15,650,000

The P Company had three subsidiaries. It owned the entire
capital stock of the “A”, the “B” and the “C” companies and
all the bonds of the “A” Company. Their balance-sheets at
October 1, 1932, were as follows:
Assets
Cash............................................................
Accounts receivable, less reserve..........
Inventories.................................................
Land................. ..........................................
Buildings, plant and equipment............
Prepaid expenses.......................................
Deficit.........................................................

“A”
“B”
“C”
Company Company Company
$ 50,000 $ 20,000 $ 25,000
10,000
1,000
2,000
250,000
150,000
300,000
2,300,000
1,400,000
1,000,000
700,000
350,000
200,000
20,000
2,000
4,000
200,000
70,000
120,000
$3,530,000 $1,993,000 $1,651,000

433

The Journal of Accountancy

Liabilities
Accounts payable............................... ...
Notes payable.....................................
Unpaid bond interest.........................
First-mortgage 6% gold bonds........
Reserve for depreciation...................
Capital stock, $100 par.....................

“A”
“B”
“C”
Company Company Company
$ 30,000 $ 10,000 $ 15,000
50,000
100,000
90,000
48,000
1,800,000
1,000,000
800,000
150,000
93,000
88,000
1,500,000
800,000
600,000

$3,530,000

$1,993,000 $1,651,000

Each of the four mortgages covered land, building, plant and
equipment but none of the other assets.
The P Company and its subsidiaries—excepting the A Com
pany—had defaulted on mortgage interest and the P Company
had not paid its preferred-stock dividends for the last four
quarters. The outside holders of the several securities formed
protective committees, and to forestall a receivership a reorgani
zation committee was appointed to outline a rehabilitation plan.
Under this plan the outside holders deposited their securities with
a trustee. However, the bondholders of the C Company with
drew from the plan and foreclosed their mortgage. They re
covered their claim in full, but nothing was left over.
The finally accepted reorganization scheme provided for the
formation of a “New” company with 1,000,000 shares no-par
value stock to be set up at $5 per share. Part of this stock was to
be issued in exchange for the deposited securities as follows:
Holders of P Company bonds were to get 175 shares and those
of B Company bonds 130 shares for each $1,000 bonds including
unpaid interest.
Holders of P Company preferred stock were to get 6 shares for
each share of $100 par value including unpaid dividend.
To procure additional working capital $5,000,000 new 7%
first-mortgage bonds were authorized, of which $2,500,000 were
to be issued at 90. A bonus of 10 shares of the new stock was to
go with each $200 of new bonds.
The creditor bank agreed to underwrite the above issue subject
to the rights of old and new bond and stock holders and provided
that the loan of $1,500,000 be paid out of the proceeds. The re
mainder of the capital stock was to be issued later in accordance
with subscription rights given to the common stock holders.
The three sub-companies were dissolved and the New Com
pany took over the assets and assumed the liabilities of the old
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companies in accordance with the plan and subject to the fore
closure on the C Company property. Fixed assets with relative
depreciation were taken over at 50% of book value and the A
Company mortgage was cancelled by the P Company. A reserve
of $500,000 was set up for contingencies, such as loss on inventories,
etc. Reorganization expenses were $100,000.
No. 4 (10 points):
The following is a statement of the profit and loss of the Lacdun
Company for the year ended August 31, 1933:
Sales..........................................................................................................
Cost of sales:
Materials......................................................................
$195,000
Direct labor.....................................................................
130,000
Factory expense...............................................................
65,000

$600,000

390,000

Gross profit......................................................................................

$ 210,000

Selling expenses.......................................................................................
Administrative and general expenses...................................................

$ 90,000
40,000
$ 130,000

Net profit.........................................................................................

$ 80,000

For the year ending August 31, 1934, it is expected that the
sales will increase 33 1/3% in volume, while selling and general
expense, as well as the production costs, are estimated to advance
as follows:

The cost of materials and direct wages are expected to go
up 20%, but there will be a reduction of 10% in the material
content of the finished product.
Factory expense is expected to be relatively 15% higher.
Selling expense is expected to increase 20% and general
expense 25%.
By what percentage must the selling price be increased in order
that the net profit for the year ending August 31, 1934, shall ex
ceed that of the previous year by 25%?
No. 5 (6 points):

The premiums on a fire-insurance policy covering a certain
building for the amount of $500,000 on a one-year, three-year and
five-year basis are as follows:
One year................................
Three years...........................
Five years..............................
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In each case the entire premium for the full term of the policy
is payable in advance.
You are asked to compute the annual cost of this insurance to
the insured on each of the three bases, assuming that money is
worth 6% per annum.
Given:
P 1 at 6% = . 9434
P 2 at 6% = .8900
P 3 at 6% =.8396
P 4 at 6%=.7921
P 5 at 6%=.7473
Note.—P 1 is the present value of $1.00 at 6% compound discount for one
period; P 2 for two periods, etc.

No. 6 (6 points) :
Using the data given below, calculate the inventory for a de
partment store, December 31, 1932, by the “retail” method:
Original
Cost
sales price
Inventory, December 31st, 1931.............
$150,000 $297,000
Purchases 1932...........................................
400,000
752,000

Mark-ups during the year not included in above sales price were
$15,000.
Mark-downs during the year not included in above sales price were
$27,500.
Mark-on percentages are to be considered as uniform among the
departments; other factors are equal.
Net sales for the year were $725,000.
Cost of sales for the year was $398,500.
No. 7 (6 points):
The B & D Corporation’s balance-sheet of May 31, 1933 shows
the following items:
Assets
Current assets.........................................................
Fixed assets..............................................................
Formulae and goodwill..........................................

$ 10,000
12,000
500,000

Total.................................................................

$522,000

Liabilities
Current liabilities....................................................
Capital stock—common........................................
Surplus......................................................................

$

7,000
100,000
415,000

$522,000
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You find upon examination that the surplus item of $415,000
consists of “earned surplus” $15,000 and “capital surplus”
$400,000.
You are informed that the corporation pays exceptionally large
salaries to its officers and that as a result its net earnings average
only about two thousand dollars per annum.
In preparing the 1933 “Return of capital-stock tax” of the
B & D Corporation for the year ended June 30, 1933, under sec
tions 215 (capital-stock tax of 1.00 per 1,000) and 216 (excess
profits tax of 5 %) of the national industrial recovery act, what
factors would you take into consideration in advising the presi
dent? Would you suggest a figure at which to declare the value
of the capital stock? State reasons for your answer.
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Accountants and the Securities Act *
By Spencer Gordon

The securities act of 1933 has already been the subject of wide
discussion. Its provisions have been analyzed and its historical
and philosophical basis expounded on many occasions. It has
elicited vigorous criticism and equally vigorous defense.
But the articles that I have seen contain little mention of the
duties and liabilities of accountants. We read at length of the
effect of the act upon the financial interests and upon the public,
but the difficulties imposed upon accountants are of too technical
and special a nature to warrant extended mention in articles deal
ing generally with the statute. In this address I shall direct
myself particularly to the problems of accountants, the origin and
extent of their responsibility, the defenses available to them in
case of suit and the extent of their liability. I shall thus hope to
avoid a repetition of much that has been ably said by others and
to deal more thoroughly with the parts of the statute which have
particular relation to the accounting profession.
When Responsibility Attaches
The statute provides for the registration of securities with the
federal trade commission by the filing of “registration state
ments” in regard to such securities.
No suit can be brought under the statute against an accountant
as such unless he—
“. . . has with his consent been named as having prepared or
certified any part of the registration statement, or as having pre
pared or certified any report or valuation which is used in connec
tion with the registration statement, ...” (Section 11 (a) (4).)

See also section 7 in regard to filing the written consent of the
accountant so named.

Extent of Responsibility
Section 11 (a) (4) provides for suits against an accountant
only—
“. . . with respect to the statement in such registration state
ment, report or valuation which purports to have been prepared
or certified by him;”
*An address delivered at the annual meeting of the American Institute of Accountants, at New
Orleans, Oct. 17,1933.
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The officers and directors of the issuing corporation who sign
the registration statement and the directors upon whom liability
is imposed by the act may be sued with respect to any part of the
registration statement. The accountant, however, may be sued
only with respect to the statement in such registration statement,
report or valuation which purports to have been prepared or certi
fied by him. He is not responsible for any other part of the
registration statement.

Basis of Suit

Section 11 (a) provides for suit—
“ In case any part of the registration statement, when such part
became effective, contained an untrue statement of a material
fact or omitted to state a material fact required to be stated
therein or necessary to make the statements therein not mis
leading, ...”

Section 8 provides that the effective date of a registration state
ment shall be the twentieth day after the filing thereof, with
certain exceptions and with further provisions relating to amend
ments, inaccurate statements, etc. It is apparent that any
attempt at literal enforcement of the provisions of section 11 (a)
would create an impossible situation, in that, while provision
may be made to insure the truth or untruth of statements when
they are made or up to the time that a document containing such
statements leaves the control of the maker, it is manifestly im
possible for anyone except a prophet to make accurate statements
of what facts will be twenty days later. This has resulted in the
promulgation of article 15 of the commission’s regulations, which
provides that the statement—

“shall be dated and shall state that such accountant . . . does
believe at the time of the date of such certificate that the state
ments therein are true . . .
“If anything comes to the attention of such accountant or
other expert, or he obtains knowledge of any facts before the
effective date of registration which would make any of the mate
rial items therein untrue or indicate that there was an omission
to state a material fact required to be stated or necessary to make
the statements therein not misleading, he shall bring such im
mediately to the attention of the commission.”
Volumes might be written as to what is “a material fact”
within the meaning of section 11 (a). The American Law In
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stitute has recently issued its Restatement of the Law of Contracts.
In chapter 15 on fraud and misrepresentation this statement is
made:
“Where a misrepresentation would be likely to affect the con
duct of a reasonable man with reference to a transaction with
another person, the misrepresentation is material . .
Relying on this definition I may venture to say that a “mate
rial fact” within the meaning of this section 11 (a) is a fact the
untrue statement or omission of which would be likely to affect
the conduct of a reasonable man with reference to the acquisition,
holding or disposal of the security in question.
The term “registration statement” is defined in section 2 (8)
as including—
“. . . any amendment thereto and any report, document, or
memorandum accompanying such statement or incorporated
therein by reference.”
Thus any certificate, report and/or valuation accompanying the
registration statement would be held a part thereof and might
be the basis of a suit.
Who May Sue—Limitation—Waiver

Under section 11 (a)—
“. . . any person acquiring such security (unless it is proved that
at the time of such acquisition he knew of such untruth or omis
sion) may . . . sue—.”

By section 2 (2) the word “person” is defined as including an
individual, a corporation, a partnership, an association, a jointstock company, a trust, any unincorporated organization or a
government or political subdivision thereof. Suit may be brought
under section 11 (a) not only by such a person acquiring the
security at the time of the original offering to the public but by
any such person who may acquire the security at any time there
after—
“unless it is proved that at the time of such acquisition he knew of
such untruth or omission.”
In order to maintain such a suit the person acquiring the security
does not have to show that he was misled by the incorrect state
ment or omission, nor does he have to show that he relied on or
even that he ever read the registration statement or any part of
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it. Unless he actually knows of the untruth or omission, he may
purchase the security blindly, and if he later discovers a material
misstatement or omission in the registration statement he can
take advantage of this as the basis for his suit. The statute places
the burden on the defendant to prove that the plaintiff knew of
the untruth or omission at the time he purchased the security.
The plaintiff does not have to negative this as part of his affirma
tive case. If, however, the defendant does prove such knowledge
on the part of the plaintiff, it is a complete defense to the suit
allowed by the act.
The only limitation on such a suit is contained in section 13
providing that—
“No action shall be maintained to enforce any liability created
under section 11 . . . unless brought within two years after the
discovery of the untrue statement or the omission, or after such
discovery should have been made by the exercise of reasonable
diligence . . . In no event . . . more than ten years after the
security was bona fide offered to the public.”

Section 14 provides that—
“Any condition, stipulation, or provision binding any person
acquiring any security to waive compliance with any provision
of this title or of the rules and regulations of the commission
shall be void.”
This probably invalidates only a condition, stipulation or
provision which has been agreed to by the person acquiring the
security in connection with such acquisition. It would hardly
be held to mean that a competent person who had once acquired
a security could not later, with full knowledge of the facts, give a
release of liability or agree to any other condition, stipulation or
provision.
Defenses
By section 11 (b) certain defenses are allowed, in addition to
proof that the plaintiff at the time of the acquisition of the
security knew of the untruth or omission:
“. . . that before the effective date of the part of the registra
tion statement . . . (A) he had . . . ceased ... to act in
every . . . relationship in which he was described in the registra
tion statement as acting or agreeing to act, and (B) he had ad
vised the commission and the issuer in writing that he had taken
such action and that he would not be responsible for such part of
the registration statement.” (Section 11 (b) (1).)
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While this provision seems to relate primarily to resignations
by directors, etc., its language is broad enough to cover the case
of the accountant. If an accountant gains any knowledge which
makes him wish to repudiate the matter attributed to him before
the effective date of the registration statement, he can do so and
can escape liability by advising the commission and the issuer in
writing that he has ceased to act in the relationship of accountant
and that he will not be responsible for the part of the registration
certificate attributed to him:
. that if such part of the registration statement became
effective without his knowledge, upon becoming aware of such
fact he forthwith acted and advised the commission, in accord
ance with paragraph (1), and, in addition, gave reasonable public
notice that such part of the registration statement had become
effective without his knowledge;” (Section 11 (b) (2).)

In the case of the accountant it probably would be unusual for
the part of the registration statement attributed to him to become
effective without his knowledge, in view of the fact that his writ
ten consent is required to be filed under section 7. But such a
situation might arise, for example, where the accountant’s con
sent had been 'forged or had been filed in violation of an agree
ment to hold it pending further examination of some phase of the
registration statement. In such case he may escape liability in
the manner indicated:
“. . . as regards any part of the registration statement pur
porting to be made upon his authority as an expert or purporting
to be a copy of or extract from a report or valuation of himself as
an expert, (i) he had, after reasonable investigation, reasonable
ground to believe and did believe, at the time such part of the
registration statement became effective, that the statements
therein were true and that there was no omission to state a mate
rial fact required to be stated therein or necessary to make the
statements therein not misleading, or (ii) such part of the registra
tion statement did not fairly represent his statement as an expert
or was not a fair copy of or extract from his report or valuation as
an expert;” (Section 11 (b) (3) (B).)

This provision deals with the situation which will usually be
presented in a suit against an accountant and the defense which
will usually be made. Whether or not such a defense will suc
ceed will depend, not upon whether the accountant himself be
lieved that he made a reasonable examination, but upon whether
the court or the jury under directions from the court determines
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that the examination was in fact reasonable in the light of all the
evidence in the case. The accountant can testify as an expert as
to what he believes is a reasonable investigation and what the
practice of accountants is in that regard, and he can produce
other accountants to give substantiating testimony, but all that
will be admissible only as evidence of what in fact is a reasonable
investigation. The same is true of the question of whether the
accountant “had reasonable ground to believe and did believe.”
Those are questions of fact. What the accountants may testify
is admissible in evidence, but it is not conclusive.
Thus although the accountant involved may testify that he
made what was in his opinion a reasonable investigation and that
in his opinion he had reasonable ground to believe, and in fact did
believe, that the statements were correct, nevertheless the court
or jury, whichever has the duty of determining the facts in a
particular case, may find from all the evidence that the accountant
has not sustained the burden of proof upon any one or all of these
points and that he has not established that he made reasonable
investigation, that he had reasonable ground to believe and/or
that he did in fact believe.
The defense that the part of the registration statement which
is involved in the suit did not fairly represent the accountant’s
statement as an expert or was not a fair copy of or an extract
from his report or valuation as an expert is self-explanatory.
Whether this defense has been established will also be a question
of fact. Expert testimony will be desirable in many cases, but
will not be conclusive:
“. . . as regards any part of the registration statement pur
porting to be made on the authority of an expert (other than
himself) or purporting to be a copy of or extract from a report or
valuation of an expert (other than himself), he had reasonable
ground to believe and did believe, at the time such part of the
registration statement became effective, that the statements
therein were true and that there was no omission to state a mate
rial fact required to be stated therein or necessary to make the
statements therein not misleading, and that such part of the
registration statement fairly represented the statement of the
expert or was a fair copy of or extract from the report or valuation
of the expert;” (Section 11 (b) (3) (C).)

The application of this subsection to the accountant appears to
be as follows: Under section 11 (a) (4) he can be sued only with
respect to matter which purports to have been prepared or certi443
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fled by him. But in a balance-sheet or profit-and-loss statement
certified by an accountant there may be items as to which he
indicates that he in turn has relied upon another expert. As to
such items, section 11 (b) (3) (C) is a defense if the accountant
had reasonable ground to believe and in fact did believe that they
were true, etc., and that they fairly represented the statement of
the expert, etc.
. . as regards any part of the registration statement pur
porting to be a statement made by an official person or purporting
to be a copy of or extract from a public official document, he had
reasonable ground to believe and did believe, at the time such
part of the registration statement became effective, that the
statements therein were true, and that there was no omission to
state a material fact required to be stated therein or necessary to
make the statements therein not misleading, and that such part
of the registration statement fairly represented the statement
made by the official person or was a fair copy of or extract from
the public official document.” (Section 11 (b) (3) (D).)

Although this subsection would ordinarily be applicable to
others than accountants, it is possible that the accountant’s
certificate may in part purport to be a statement made by an
official person or a copy of or extract from a public official docu
ment. In such case the accountant will not be held for errors of
fact in the statement or document if he had reasonable ground to
believe and did believe that the statements were true, etc., and
that the official statement or document was fairly represented in
the registration statement.
As to each of these defenses the accountant is required to “sus
tain the burden of proof” (Section 11 (b)). In a trial the burden
of proof is ordinarily upon the plaintiff. In all suits brought
under section 11 the plaintiff must therefore sustain the burden of
proof that there has been, in the part of the registration statement
attributed to the accountant, an untrue statement of a material
fact or the omission to state a material fact required to be stated
in the registration statement or necessary to make the statements
therein not misleading, and the plaintiff must also sustain the
burden of proof that he has acquired such security, and that the
accountant has with his consent been named as having prepared
or certified the statement which is the subject of the suit. If the
plaintiff establishes these facts, the burden of proof is imposed on
the defendant to establish the defenses allowed under section 11
(b). The term “burden of proof” has been discussed in in
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numerable cases. Perhaps as good a definition as can be found
is contained in the old New Hampshire case of Lisbon v. Lyman,
49 N. H. 553, 563, where Chief Justice Doe said:
“The burden of proof (in this case on the subject of emancipa
tion) was on the plaintiff; and this burden was not sustained,
unless the plaintiff proved it by a preponderance of all the evi
dence introduced on the subject. But it was not necessary for
the plaintiff to produce anything more than the slightest pre
ponderance . . . Before any evidence was introduced, the scales
in which the jury were to weigh the evidence were exactly bal
anced ; if they remained so after all the evidence was introduced,
emancipation was not proved; if they tipped ever so little, in
favor of the plaintiff, emancipation was proved.”

Standard

of

Reasonableness

Section 11 (c) provides:
“ In determining, for the purpose of paragraph (3) of subsection
(b) of this section, what constitutes reasonable investigation
and reasonable ground for belief, the standard of reasonable
ness shall be that required of a person occupying a fiduciary
relationship.”
Broadly speaking, a person occupying a fiduciary relationship
is in the position of a trustee, and the duties of trustees have
often been the subject of judicial expression. In tentative draft
No. 2 of the American Law Institute’s restatement of the law of
trusts, section 169, the following appears:

“The trustee is under a duty to the beneficiary in administering
the trust to exercise such care and skill as a man of ordinary pru
dence would exercise in dealing with his own property; and if the
trustee has greater skill than that of a man of ordinary prudence,
he is under a duty to exercise such skill as he has.
“Comments:
“a. The standard of care and skill required of a trustee is the
external standard of a man of ordinary prudence in dealing with
his own property. A trustee is liable for a loss resulting from his
failure to use the care and skill of a man of ordinary prudence,
although he may have exercised all the care and skill of which he
was capable.
*****
“b. Whether the trustee is prudent in the doing of an act
depends upon the circumstances as they reasonably appear to
him at the time when he does the act and not at some subsequent
time when his conduct is called in question.”
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In the conference report on the securities act of 1933, H. R. report
No. 152, 73rd congress, 1st session, appears the following:
"The standard by which reasonable care was exemplified was
expressed in terms of the fiduciary relationship. A fiduciary
under the law is bound to exercise diligence of a type commen
surate with the confidence, both as to integrity and competence,
that is placed in him. This does not, of course, necessitate that
he shall individually perform every duty imposed upon him.
Delegation to others of the performance of acts which it is un
reasonable to require that the fiduciary shall personally perform
is permissible. Especially is this true where the character of the
acts involves professional skill or facilities not possessed by the
fiduciary himself. In such cases reliance by the fiduciary, if his
reliance is reasonable in the light of all the circumstances, is a
full discharge of his responsibilities.”

Section 11 (c) is, however, a very difficult section to construe in
its relation to the accountant, because we have had no previous ex
perience of an accountant as such acting in a fiduciary relationship.
"The performance of the duties of a trustee requires the exer
cise of a high degree of fidelity, vigilance and ability. Especially
is this true when the trustee is a company organized for the pur
pose of caring for trust estates, which holds itself out as possessing
a special skill in the performance of the duties of a trustee, and
which makes a charge for its services which adequately com
pensates it for a high degree of fidelity and ability in the ad
ministration of a trust estate.”—Estate of Allis, 191 Wis. 23.
As the accountant holds himself out as possessing a special
skill in the performance of his duties, and as he performs these
duties for compensation, if he is to be held to the standard of per
sons occupying a fiduciary relationship he must exercise a high
degree of fidelity, vigilance and ability. Until the section in
question has been construed by the courts, I can only say that it
seems to increase the measure of precaution that the accountant
must exercise to fulfill his duty of reasonable care. He should
approach his work as though he were auditing a transaction
involving the funds of a widow or minor child for whom he is the
guardian or trustee.

Extent of Liability

Section 11 further provides:
" (e) The suit authorized under subsection (a) may be either
(1) to recover the consideration paid for such security with in
terest thereon, less the amount of any income received thereon,
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upon the tender of such security, (2) or for damages if the person
suing no longer owns the security.”

The first branch of this subsection contemplates a suit brought
by a person still holding the security. Upon tender of the security
to the person sued, he may recover the consideration paid,
with interest from date of payment, less the amount of any
dividends or other income received from the security. There is
no requirement that the plaintiff be one who acquired the stock
at the original offering. Any subsequent purchaser still holding
the security may sue under the section.
The liability thus imposed upon the accountant may be largely
unrelated to and greatly in excess of any damage caused by the
accountant’s error. For example, in a $1,000,000 stock issue,
the accountant may have made an untrue statement of a material
fact by omitting to mention liabilities of $100,000, which in the
average case would presumably have affected the value of the
securities, when issued, to the extent of ten per cent. By reason
of ensuing business conditions the stock which sold for $1,000,000,
and in the average case should have sold for $900,000, had the
accountant been correct in his statement, may fall on the stock
exchange to a total value of $100,000, the stock which was issued
at 100 then selling at 10. In this situation the holders of the
stock may tender it to the accountant and require him to pay the
consideration that they have given for it with the adjustments
heretofore mentioned, so that if all the original purchasers still
have their stock the accountant will have to pay approximately
$1,000,000 and will receive stock worth only $100,000, a net
penalty to the accountant of $900,000, although his error only
affected the stock to the extent of $100,000.
The second branch of the subsection allowing “damages if the
person suing no longer owns the security” apparently does not
impose as clear a liability as the recovery of consideration ex
pressly provided in section 11 (e) (1). In order to be consistent
with that section, we should expect a provision somewhat as
follows:
“or (2) to recover damages, equal to the consideration paid for
such security with interest thereon, less the amount received for
the security and any income received thereon, if the person suing
no longer owns the security.”

This would have placed the person who no longer owns the
security in the same position as to ability to recover damages as
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the person who still holds the security. But the act does not so
provide, and, if this ambiguity is not obviated by subsequent
legislation, it may be held, in a suit by a person who no longer
owns the security, that only real damages can be recovered—that
is, damages which are the natural result of the untrue statement
or of the omission and can be traced to the error of the accountant.
In the absence of clear language imposing such a liability, the
courts should be slow to give "damages” which are caused by
subsequent economic and market conditions and are not caused
by the act of the person sued.
It is interesting to note, however, that Felix Frankfurter, a
distinguished lawyer who is reputed to be one of the authors of
the act, in an article in Fortune for August, 1933, seems to con
sider that the damages will include the full loss to the investor
whether caused by the accountant’s error or by subsequent events.
His article states in part:
“When circumstances permit suit, the investor, on tender of
the security, may recover the consideration he paid, or damages if
he has parted with the security. Since the remedy is in the
nature of a rescission, it avoids the inquiry, practically impossible,
as to the extent of the damages due to the misrepresentation and
the extent due to other causes. To force the injured party to
disentangle these items of damage would impose upon him an
unfair burden in litigation. Where a material misrepresentation
has been made, it is not for those who have been guilty of bad
faith or incompetence or recklessness to put the buyer to proof
that his bargain was not bad for still other causes.”

Section 11 contains a further provision:
“ (g) In no case shall the amount recoverable under this section
exceed the price at which the security was offered to the public.”
The effect of this provision in a suit under section 11 (e) (1) is
reasonably clear. Such a suit is to recover the consideration paid
for the security with interest thereon, less the amount of any
income received therefrom, upon the tender of such security.
Under section 11 (g) if the consideration paid, with the adjust
ments provided, is greater than the price at which the security
was offered to the public, the amount recoverable under section
11 (e) (1) is reduced to such price.
But when we attempt to determine the effect of section 11 (g)
on suits for damages under section 11 (e) (2) if the person suing
no longer owns the security, a difficult question is presented. If
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the courts hold that the damages recoverable are only such dam
ages as are the natural result of the untrue statement or of the
omission, there would appear to be no reason for the application
of section 11 (g) in a section 11 (e) (2) case, as such damages could
hardly exceed the price at which the security was offered to the
public. But if the courts hold that the remedy of damages given
by section 11 (e) (2) should be construed in such a way that the
person who has parted with the security has a remedy equivalent
to the remedy of recovery of consideration expressly given by sec
tion 11 (e) (1) to the person who still holds the security, then
section 11 (g) may affect such a suit for damages in either of two
ways, depending on whether the courts attempt to give a con
struction which will make the section consistent or whether they
follow the literal words of section 11 (g).
1. In order to make the remedies provided by section 11 (e)
(1) and 11 (e) (2) entirely consistent, section 11 (g) should be
construed to mean that in a suit for damages the measure of
recovery shall be based not upon the consideration actually paid for
the security but upon the price at which the security was offered
to the public if that was less than the consideration paid. Such a
construction would make section 11 (e) (1) and (2) and section 11
(g) consistent with the express provisions of section 11 (e) (1) and
with the clear application of section 11 (g) to section 11 (e) (1).
2. If, however, section 11 (g) is construed literally, the only
provision we find is that the amount recoverable shall not exceed
“the price at which the security was offered to the public,” and
under a literal construction there is apparently no limit to the
possible liability. For example, a security might be offered to
the public at 100, subsequently purchased by the plaintiff at 200
and sold again at 100. The 100 lost by that particular plaintiff
would not exceed the price at which the security was offered to
the public. In the case of a fluctuating security with an active
market there may be an infinite number of such purchasers who
have sustained such losses, in each case up to but not beyond the
price at which the security was originally offered to the public.
As the same share of stock may be sold again and again as the
quotations go up and down, the total of these losses may be more
than the total amount at which the issue was originally sold to
the public and may in fact be infinite in amount. Although this
construction must be recognized as a possibility, I think that it is
improbable that the courts will so hold, because it involves the
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reading of language into section 11 (e) (2) to make it harmonize
with section 11 (e) (1), but the refusal to continue the harmonizing
process by reading anything into section 11 (g).
Other Remedies Reserved
By section 16 it is provided:
“The rights and remedies provided by this title shall be in ad
dition to any and all other rights and remedies that may exist at
law or in equity.”

In Ultramares Corporation v. Touche et al., 255 N. Y. 170, it
was held that an accountant was liable for negligence only to one
with whom he was in privity of contract, but that his liability for
fraud ran to any person injured by such fraud, and there might
be negligence so gross as to be evidence of fraud. Not involved in
this case, but well established at common law, are the principles
that the injury must be caused by a reliance on the act of the
accountant, and that the damages recoverable must be the nat
ural consequence of the accountant’s negligence or fraud.
Under the securities act of 1933, in regard to the parts of the
registration statement attributed to the accountant, with his
consent, the accountant’s liability is greatly broadened:
1. As to the persons who may recover in cases other than those
of fraud: They need have no contractual relationship with the
accountant.
2. As to the injury: This may be caused in part by events other
than the negligence or fraud of the accountant.
3. As to the amount of the damage recoverable: This has been
increased by section 11 (e) (1) and perhaps by section 11 (e) (2).
And “all other rights and remedies that may exist at law or in
equity” remain.
Conclusion
In the provisions of the securities act of 1933 and in the author
ities that I have given in support of the views expressed in
this address, there has been much use of the word “reasonable,”
“reasonable investigation,” “reasonable ground to believe,”
“circumstances as they reasonably appear,” “the conduct of a
reasonable man.” Perhaps one may think that I should have
discussed these expressions and should have explained their
meaning, but it seemed to me that it would be more appropriate
to do this in one place and at the conclusion of my address.
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The best definition that I have ever seen of the reasonable man
is contained in a volume entitled Misleading Cases in the Common
Law by A. P. Herbert. I quote from the judgment of Lord Jus
tice Morrow in Fardell v. Potts, at page 12:
“The common law of England has been laboriously built about
a mythical figure—the figure of ‘the reasonable man.’ . . . He
is an ideal, a standard, the embodiment of all those qualities
which we demand of the good citizen. . . .
“. . . It is impossible to travel anywhere or to travel for long
in that confusing forest of learned judgments which constitutes
the common law of England without encountering the reasonable
man. . . . There has never been a problem, however difficult,
which his majesty’s judges have not in the end been able to resolve
by asking themselves the simple question, ‘Was this or was it not
the conduct of a reasonable man? ’ and leaving that question to be
answered by the jury.
“. . . The reasonable man is always thinking of others; pru
dence is his guide, . . . He is one who invariably looks where
he is going and is careful to examine the immediate foreground
before he executes a leap or a bound; who neither star-gazes nor
is lost in meditation when approaching trapdoors or the margin of
a dock; . . . who never mounts a moving omnibus and does not
alight from any car while the train is in motion; who investigates
exhaustively the bona fides of every mendicant before distributing
alms and will inform himself of the history and habits of a dog
before administering a caress; who believes no gossip, nor repeats
it, without firm basis for believing it to be true; who never drives
his ball till those in front of him have definitely vacated the
putting-green which is his own objective; who never from one
year’s end to another makes an excessive demand upon his wife,
his neighbors, his servants, his ox or his ass; who in the way of
business looks only for that narrow margin of profit which twelve
men such as himself would reckon to be ‘fair,’ and contemplates
his fellow-merchants, their agents, and their goods with that
degree of suspicion and distrust which the law deems admirable;
who never swears, gambles or loses his temper; who uses nothing
except in moderation and even while he flogs his child is meditat
ing only on the golden mean.
“ Devoid, in short, of any human weakness, with not one single
saving vice, sans prejudice, procrastination, ill-nature, avarice
and absence of mind, as careful for his own safety as he is for
that of others, this excellent but odious character stands like a
monument in our courts of justice, vainly appealing to his fellow
citizens to order their lives after his own example.’’
I leave you with this definition and with the juries which will
be duly empaneled to try any suits arising under the securities act
of 1933.
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Problems of Accountants under the Securities
Act of 1933 *
By James Hall
Introductory

Mr. Gordon, in his paper on “Accountants and the securities
act” has analyzed with skill and clarity the provisions of the
securities act relating to the responsibility of accountants under
the act, the defenses available to them in case of suit and the
extent of their liability. But the most important part of the
paper, from the viewpoint of practising accountants, is the dis
cussion under the head of “Standard of reasonableness,” of the
fiduciary relationship imposed upon accountants by the provi
sions of section 11 (c) of the act.
In concluding, Mr. Gordon expresses the opinion that under the
securities act, in regard to the parts of the registration statement
attributable to the accountant, with his consent, the liability of
the accountant is greatly broadened:
“ (1) As to the persons who may recover in cases other than those
of fraud: they need have no contractual relationship
with the accountant.
(2) As to the injury: this may be caused in part by events other
than the negligence or fraud of the accountant.
(3) As to the amount of the damages recoverable: this has been
increased by section 11 (e) (1) and perhaps by section 11
(e) (2).”

And moreover—quoting again from Mr. Gordon’s paper—“All
other rights and remedies that may exist at law or in equity
remain.”
The opinion expressed by Mr. Gordon as to the liability of ac
countants under the securities act is far from comforting; in fact,
Mr. Gordon’s remarks rather suggest that acceptance of engage
ments for examinations that involve the registration of securities
under the provisions of the securities act may be fraught with
serious consequences to accountants because of the possibilities in
the way of legal blackmail and unjust claims by disgruntled
investors.
*Address delivered at the annual meeting of the American Institute of Accountants. New
Orleans, Louisiana, October 17,1933.
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Accountants must, therefore, for their own protection, consider
seriously the problems that they are likely to encounter should
they decide to accept engagements for examinations that involve
the registration of securities under the provisions of the securities
act regardless of the risks presented. Of the many problems that
accountants would be likely to encounter in the course of such en
gagements, the following are suggested as being, perhaps, the
most important.
Cash
First, as to the item “cash.” It has been customary for ac
countants, when examining national organizations with numerous
branches, to rely upon acknowledgments from branch managers
or other custodians as to the existence of cash funds at points not
visited during the examination. Should it develop subsequently
that a number of these unverified cash funds were overstated or
non-existent at the date as of which he had certified the balancesheet, it might be that the accountant, by reason of the fiduciary
standard imposed upon him by the act, could be held liable on the
grounds that in accepting certificates from others, as to such
cash, he had not fulfilled his obligation to the investor.
Accounts Receivable
Now as to accounts receivable. It is only in exceptional cases
that accountants are authorized to confirm accounts-receivable
balances by communicating with the debtors. And even when
accountants are authorized to confirm the balances, they are
seldom able to obtain acknowledgments for more than 75 or 80
per cent. of the balances. Yet it may be that nothing short of a
100 per cent. confirmation of the balances would be required of a
fiduciary. Until the courts rule upon the point, however, ac
countants would seem justified in extending very materially their
scrutiny of the accounts receivable. They might be justified
also in insisting upon confirmation of exceptionally large or other
wise unusual balances. It goes without saying, of course, that
accountants should explain at some length in their reports or
certificates the scope and results of their inquiries in regard to the
accounts receivable.

Reserves for Doubtful Notes and Accounts
The regulations (instruction 9—balance-sheet) call for a state
ment as to “whether in the judgment of the issuer, all notes and
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accounts receivable known to be uncollectible have been charged
off and whether adequate reserves have been provided for doubt
ful notes and accounts.” But there is nothing in the regulations to
indicate how the accountant should proceed in the event of a dif
ference of opinion as to the adequacy of the reserves. Possibly it
would be proper for the accountant to certify the accounts sub
ject to an estimated deficiency of blank amount in the reserves for
doubtful notes and accounts. On the other hand, it may be that
the accountant, as a fiduciary, should not certify the accounts
until the issuing corporation adjusts its reserves in conformity
with the accountant’s estimate of the requirements.
Inventories

Heretofore accountants have relied, to some extent at least,
upon the certificates of responsible officers in the client’s organiza
tion as to the correctness of the quantities and descriptions of the
individual items in the inventories of materials and merchandise.
As fiduciaries, however, it may be that accountants will be re
quired to assume complete responsibility for the correctness of the
quantities and descriptions in inventories. In that event, ac
countants will be under the necessity of extending the scope of
their examination of the inventories as at the closing date of the
three-year period—possibly to the point where they would
actually oversee the taking of the inventories, either alone or in
conjunction with recognized experts in the particular lines of
material or merchandise to be inventoried: some clients, undoubt
edly, would protest most strenuously against the expense that
such an extension of the accountant’s activities would entail, but
that is a feature of the matter that we need not discuss at this time.
Only a limited examination would be possible, of course, in respect
of the inventories applicable to the opening date of the three-year
period and those prepared as at the end, respectively, of the first
and second years of the three-year period: it should be stressed,
however, that the opening and intermediate inventories are not to
be ignored.
With further reference to inventories, many accountants are
willing—or, perhaps I should say, eager—to admit their limitations
as valuers. But with the securities act imposing a fiduciary
standard, accountants, sooner or later, may find that the role of
valuer has been forced upon them. Accordingly, it would seem
desirable for accountants to extend the scope of their investiga
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tions into inventory values to an extent that will enable them to
accept a reasonable degree of responsibility as to values.
Plant and Equipment

Now let us consider charges to the plant and equipment ac
counts in respect of capital expenditure. It is clear that the
charges for the period of three years for which profit-and-loss ac
counts are required should be examined more or less thoroughly,
according to the effectiveness of the system of internal control
and the proportion of the work undertaken by the construction
staff of the issuing corporation. But to what extent should the
accountant examine the expenditures from the inception of the
enterprise to the beginning of the three-year period referred to
above? A superficial examination of the expenditures for the
prior period would not be conclusive and might expose the ac
countant to charges of negligence. On the other hand, the cost
of a thorough examination for the prior period might be pro
hibitive in the case of a long-established company.
Another important point connected with property and plant
accounts is the extent to which the accountant could be held
liable in case he failed to detect abandonments of property and
plant that had not been charged off in the accounting records.
Possibly the accountant would be entitled to rely upon a certifi
cate from a responsible officer of the issuing corporation as to the
nature and amount of any unrecorded abandonments, either con
summated or contemplated.
As to the responsibility for establishing legal ownership of the
properties carried on the books of the issuing corporation as
owned, this would seem to be a matter for which the attorneys
retained by the bankers should assume undivided responsibility.
Probably the accountant, in his report or certificate, could elect
whether to disclaim all responsibility in regard to titles or, alterna
tively, indicate that he has relied entirely upon the search made
by the attorneys.
Problems incidental to the adjustment of the property and
plant accounts to conform with appraisal values may not demand
attention for some time to come. But while on the subject of
appraisals it would be well to consider for a moment how the ac
countant can best protect himself against claims arising out of
errors in appraisal values reflected in the balance-sheet certified
by the accountant. Regardless of the standing of the organiza
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tion responsible for the preparation of the appraisal, the account
ant should make such comparison of the appraisal with the prop
erty and plant accounts as may be necessary to ensure, among
other things, that no leased property has been included in the ap
praisal as owned property, that as regards recent acquisitions listed
in the appraisal, corresponding entries have been made in the
financial records of the issuing corporation, and, last but not least,
that no items of supplies, repair parts or similar items, included by
the issuing corporation in its inventories, have been duplicated in
the appraisal. When the appraisal shows a substantial overage
as compared with the book value, the accountant should, in addi
tion, make such further comparisons of the appraised and book
values as will enable him to account substantially for the overage.
Similarly, any parts of the property that have been out of service
for an extended period should be identified and shown separately
on the balance-sheet.
Depreciation and Depletion
In considering depreciation and depletion, it is of interest that
the issuing corporation is required, under instruction 2 relating to
the balance-sheet, to make a reasonably complete disclosure both
as to policy and amounts appropriated. When the amounts ap
propriated appeared to be adequate, the accountant would not,
of course, have any hesitation in certifying the balance-sheet and
profit-and-loss account. In case the amounts appropriated were
based on rates furnished by an independent appraiser or en
gineer it might seem advisable for the accountant to mention in
his report or certificate the authority for the rates used.
But, on the other hand, when the accountant can not see his
way clear to concur in the policy of the issuing corporation as
regards depreciation and depletion, would it be proper for the ac
countant to certify the statements subject to the adequacy of the
amounts appropriated by the issuing corporation in respect of
depreciation and depletion, or would he be under the necessity of
refusing to certify? It might be mentioned here that, in many
cases, it would be practically impossible for the accountant to
determine, with any degree of certainty, the amount of the de
ficiency in the provision for depreciation and depletion.

Intangible Assets
One can only conjecture as to the extent to which the account
ant could be held responsible for the reasonableness of the values
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at which intangible assets are stated in the balance-sheet of the
issuing corporation and the adequacy of the amounts charged off
in the profit-and-loss account of the issuing corporation in respect
of amortization. Here, again, the only safe course will be for the
accountant to make a complete disclosure in his report or certifi
cate.
Accounts Payable

As to accounts payable, inasmuch as the certified balance-sheet
is required to be available within ninety days after the date
thereof, it would be unreasonable to expect the accountant to
assume unlimited responsibility for the omission from such bal
ance-sheet of undisclosed liabilities—particularly if the issuing
corporation happened to be national or international in scope.
But for the present, at least, all that the accountant can do is to
take the usual precautions and, in addition, qualify his report or
certificate.

Contingent Liabilities

With regard to contingent liabilities (the more important of
which are listed in the regulations under instruction 27—balancesheet) , it is obvious that where items of this nature do not appear
in the financial or corporate records of the issuing corporation
relating to the period examined, the accountant is under the
necessity of relying upon the disclosure made by the issuing cor
poration when it certifies for purposes of the accountant as to the
nature and extent of the unentered liabilities. Incidentally, the
registration statement contains provision for a statement of pend
ing litigation (item 17) and a statement of material contracts
(item 46); both of these statements would be helpful to the ac
countant in ascertaining the contingent liabilities of the issuing
corporation. Nevertheless, the accountant should indicate in his
report or certificate the scope of his inquiries in regard to con
tingent liabilities and the extent of his reliance upon the assur
ances of the officers of the issuing corporation.
Non-Recurring Income and Expenses

One requirement of the securities act that should prove ac
ceptable to accountants generally is that non-recurring items of
income and expenses must be included in the profit-and-loss ac
count forming part of the registration statement (see instruction

457

The Journal of Accountancy

8 in regard to profit-and-loss account). Often, in the past, it
has been a good deal of a problem, when preparing earning state
ments for inclusion in prospectuses, to decide whether the inclu
sion or exclusion of such items would afford the more correct
forecast of future earning capacity.

Confirmation

of

Arrangements

When arranging for the examination, the accountant should
insist upon a definite, written understanding as to the scope and
limitations of the work to be undertaken. Moreover, the ac
countant should insist upon this understanding—which, usually,
would take the form of a proposal made by the accountant to the
issuing corporation—being formally accepted on behalf of the
issuing corporation by a duly authorized representative. Any
subsequent modifications or extensions of the original under
standing should, of course, be reduced to writing and confirmed in
like manner.
It is hardly necessary, perhaps, to suggest that before accept
ing the engagement, the accountant should satisfy himself that
the officers of the issuing corporation can be relied upon to fulfill
their commitments and that they and the bankers interested are
of good repute.

Accountant’s Records
In view of the fact that the burden of proof is transferred, under
the securities act, to the accountant, and on the assumption that
each engagement accepted in connection with an issue of securi
ties will carry with it the possibility—if not the probability—of
litigation, it is appropriate that some consideration should be
given to the accountant’s working papers and other records relat
ing to the engagement. Of the many precautions that should be
taken when working papers and other records may have to be
produced in court, the following are, perhaps, the most important:
Each working paper should be signed by the accountant who
prepared it and should show the date on which it was prepared
and from what records. Where a working paper is the subject of
discussion with officers or other representatives of the issuing
corporation, the names of the persons present at the discussion
and the date, purpose and result of such discussion should, also,
be noted on the working paper by the member of the accountant’s
organization conducting the discussion.
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The detailed time reports of the staff members of the account
ant’s organization should set forth in reasonable detail the nature
and extent of the work done in relation to each book or account
or other matter upon which work has been done. Conferences
with members of the client’s organization in regard to matters
arising during the examination should also be referred to in the
detailed time reports.
Concerning the file of documents generally referred to as the
“permanent file,” it would seem desirable to have any unsigned
copies of such documents authenticated by the secretary of the
issuing corporation. To facilitate identification of the documents
in court, the date of receipt and the names of the persons who,
respectively, tendered and received the documents should be
noted thereon.

Accountant’s Report

or

Certificate

Until the situation is clarified by modification of the securities
act and related regulations, or by court decisions on cases arising
under the provisions of section 11 of the act, the accountant
should include in his report or certificate a comprehensive state
ment descriptive of the scope of the examination. He should
include in his report or certificate, also, whatever qualifications
are necessary in respect of items in the balance-sheet and profitand-loss account that have not been fully verified. And, finally,
he should include in his report or certificate such explanations
as are necessary to the end that the report will be completely
informative. In one instance that came to my attention recently,
the accountant’s certificate had been expanded into a report of
approximately thirteen hundred words.
Accountants’ Statements

As to the form of the accountant’s statements—and this applies
equally to the balance-sheet and to the profit-and-loss account—
it appears to be incumbent upon accountants to extend the cap
tions and amplify the descriptions of the individual items in these
statements to such extent as may be necessary to ensure that the
statements shall be completely informative and readily under
stood by investors not familiar with accounting terminology.
“Pro forma” balance-sheets and profit-and-loss accounts are
not mentioned either in the securities act or in the regulations
relating thereto. This omission may, possibly, have some sig459
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nificance, but it is questionable whether it justifies the conclusion
that registration statements and prospectuses issued hereafter are
not to contain “pro forma” statements. At the same time, ac
countants are entitled to take the position that they do not care to
certify “pro forma” statements for inclusion in registration state
ments and prospectuses until the federal trade commission has
expressed its views in regard to such statements.
Indemnification of Accountant by Issuing Corporation

And this brings us to the question as to whether the accountant
should require from the issuing corporation an undertaking
whereby the issuing corporation will agree to indemnify the ac
countant against any liability, costs or expenses resulting from
suits that may be brought against the accountant by reason of the
additional liability imposed upon accountants by section 11 of the
securities act. One of the plans suggested takes the form of a
letter from the issuing corporation to the accountant. It reads
as follows:

“The undersigned, has requested you to make an investigation
of its accounts for (period) and to make a certified report thereon
which may be used in connection with the filing of a registration
statement pursuant to section 6 of the securities act of 1933, for
the purpose of registering thereunder the following:

(description of issue)
“ In consideration of your making such investigation and report
and of your consenting in writing to the use of such report in con
nection with such registration statement, the undersigned agrees
that, in addition to paying the fee contemporaneously agreed
upon with you it will indemnify you and save you harmless from
and against all liability, costs and expenses which may be in
curred by you or for your account (including the fees of your
counsel) in or in connection with any suit or other proceeding
which shall be brought or claim which shall be made against you
under the aforesaid act based upon an allegation that such report
contained an untrue statement of a material fact or omitted to
state a material fact required to be stated therein or necessary to
make the statements therein not misleading, provided that such
statement or omission was made by you in good faith.”
Whether accountants should request, in reference to each
examination accepted that involves the registration of securities
under the securities act, that the issuing corporation shall under
take to indemnify them (that is, the accountants) for any claims
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that may be made against them and expenses that may be incurred
by them, in consequence of the extension of the accountant’s
liability under the securities act, will depend upon many things,
including the financial responsibility of the issuing corporation
and the attitude that the federal trade commission may take
toward such undertakings. But at the moment, the weight of
opinion seems to be in favor of requesting indemnification.
Fees for Examinations Under Securities Act
And, in conclusion, just a word on the subject of fees for exam
inations by accountants under the securities act. Unquestion
ably, accountants will be under the necessity of obtaining, in
future, much larger fees than clients have been willing to pay in
the past. One reason why a substantial increase in fees is im
perative is that the fiduciary standard imposed by the act will
force accountants to extend very materially the scope of their
work, possibly to the extent of making detailed audits where tests
of the transactions have sufficed in the past. Another—and
probably more important—reason why a substantial increase in
fees is imperative is that the act extends the liability of account
ants to all the world, so to speak.
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H. P. Baumann, Editor
New York C. P. A. Examination

The editor of this department has received a request to prepare solutions to
problems No. 2 and No. 5 of the New York C. P. A. examinations of April,
1933.

Problem No. 2:
Following are statements of assets and liabilities as at December 31, 1932,
and statements of income and expenses and surplus, for the year ended
December 31, 1932, for Companies A, B, and C:
Statement of assets and liabilities
December 31, 1932
Company A Company B Company C
Cash...................................................... $ 20,000.00 $ 15,000.00 $ 30,000.00
50,000.00
90,000.00
Accounts receivable............................
40,000.00
Inventories...........................................
75,000.00
60,000.00 110,000.00
Land.....................................................
15,000.00
5,000.00
10,000.00
Buildings and equipment (net after
90,000.00 230,000.00
deducting depreciation reserve).. . 160,000.00
Cost of stock of subsidiary...............
480,000.00 380,000.00 ..................

$790,000.00 $600,000.00 $470,000.00

Accounts payable...............................
Capital stock.......................................
Surplus.................................................

$ 50,000.00 $ 20,000.00 $ 80,000.00
600,000.00 500,000.00 300,000.00
90,000.00
80,000.00
140,000.00

$790,000.00 $600,000.00 $470,000.00

Statement of income , expenses and surplus
for the year ended December 31, 1932
Company A Company B Company C
Sales...................................................... $250,000.00 $200,000.00 $300,000.00
Cost of goods sold..............................
200,000.00 175,000.00 270,000.00
Administrative and general expenses

$ 50,000.00 $ 25,000.00 $ 30,000.00
5,000.00
5,000.00
15,000.00
$ 35,000.00 $ 20,000.00 $ 25,000.00

Dividends received on stocks of
subsidiaries......................................

24,000.00

Miscellaneous other income..............

$ 5,000.00 $

10,000.00

..................

5,000.00 $ 15,000.00

Net profit for the year ended
December 31, 1932......................... $ 64,000.00 $ 35,000.00 $ 40,000.00
70,000.00
70,000.00
Surplus, January 1, 1932 ..................
126,000.00

Less: dividends paid...........................

$190,000.00 $105,000.00 $110,000.00
20,000.00
25,000.00
50,000.00

Surplus, December 31, 1932.............

$140,000.00 $ 80,000.00 $ 90,000.00
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Company A acquired 96 per cent, of the capital stock of Company B at the
time of organization of the latter in 1922. The remaining 4 per cent. was ac
quired at that time by minority holders and held by them continuously through
December 31, 1932.
As at the close of business June 30, 1932, Company B acquired 100 per cent.
of the capital stock of Company C.
One-half of the net profit of Company C for the year 1932 was earned in the
first six months of the year and one-half during the last six months.
There were no intercompany purchases or sales during 1932.
Depreciation and accrual entries have been made and no provision need be
made for income tax liability.
Prepare a consolidated statement of assets and liabilities as at December 31,
1932, and a consolidated statement of income, expenses and surplus for the
year ended December 31, 1932, suitable for inclusion in a report to the stock
holders of Company A. These statements should show as distinguishable
items the earnings and surplus of the group of companies that are applicable to
the stockholders of Company A, and those applicable to minority interests.

Solution:
It is apparent after a careful reading of this problem that there is no goodwill
or surplus arising from the consolidation. The problem states that Company
A purchased 96 per cent. of the capital stock ($500,000) of Company B at the
time that company was organized for $480,000. The book value of Company
C at June 30, 1932, when Company B purchased its entire capital stock for
$380,000 was:

Capital stock............................................................. $300,000
Surplus, January 1, 1932.........................................
70,000
Profits to June 30, 1932...........................................
20,000
Total...................................................................
Less: dividend paid..................................................

$390,000
10,000

Book value at June 30, 1932..................................

$380,000

The fact that Company B received only $10,000 in dividends during its
period of ownership indicates that the remainder of the $20,000 of dividends
paid by Company C were disbursed prior to June 30, 1932.
As Company B owns the entire capital stock of Company C, its share of the
increase in the latter company’s surplus account must be considered in ascer
taining the minority interest of 4 per cent. If Company B followed the
practice of recording in its investment account the earnings and the dividends
of Company C, the investment account would show a balance of $390,000 in
stead of $380,000 at December 31, 1932. This increase of $10,000 in the
investment account would result in a corresponding increase in the surplus so
that the net worth of Company B would be $590,000 as shown on the follow
ing page.
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Statement showing computation of minority interest in
Company B at December 31, 1932
Capital stock of Company B..................................................
$500,000
Surplus of Company B............................................................ $80,000
Add: increase in surplus account of Company C for the
period from June 30, 1932, to December 31, 1932......
10,000
90,000

Total book value...............................................................

$590,000

Minority interest:
Per cent...................................................................................
Amount..................................................................................

4%
$ 23,600

Having obtained the minority interest and the consolidated surplus as shown
in Exhibit B, the candidate may now prepare the consolidated balance-sheet
through the simple procedure of cross-adding the assets (exclusive of the in
vestment accounts with the subsidiaries) and the accounts payable, and
inserting the amounts of the minority interest, consolidated surplus, and the
capital stock of the parent company.

Exhibit A
Company A

and

Subsidiaries Companies B and C

Consolidated balance-sheet—December 31, 1932
Assets
Current assets:
Cash................................................................................
Accounts receivable......................................................
Inventories.....................................................................
Fixed assets:
Land...............................................................................
Building and equipment (net after deducting depre
ciation reserve) ......................................................

$ 65,000
180,000
245,000 $ 490,000

$ 30,000
480,000

510,000
$1,000,000

Liabilities and net worth
Accounts payable.............................................................
Minority interest: Company B (4%)............................
Net worth:
Capital stock.................................................................
Surplus...........................................................................

$ 150,000
23,600

$600,000
226,400

826,400
$1,000,000
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$140,000

Surplus, December 31, 1932 ...........................................................................
$ 80,000

25,000

$ 90,000

20,000

$310,000

95,000

$405,000
'

$124,000
10,000 }
34,000 }
$ 80,000

(a)
(b)

(a) $ 20,000
(a) 70,000
(b) 34,000

Elimi
nations

$226,400

50,000

$276,400

$ 83,200
193,200

$3,600

1,000

$4,600

2,800

$ 1,800

Stock 
holders
of Com 
pany
A
M inority

Consolidated
interest

Exhibit B

(a) To elim inate the surplus of Com pany C at the date of acquisition.
As the income and expenses were not segregated in the statem ent of the problem, the total income and expense reflects the operations of the consolidation plus
the operation of Company C for the first six m onths of the year.
Thus the 4 per cent . minority interest in net profits is based on $25,000 of Com pany B and $20,000 ($40,000 — (a) $20,000) of Com pany C; the 4 per cent . minor
ity interest in opening surplus is based on $70,000 of Company B.
(b) To elim inate the $34,000 of inter-com pany dividends which did not affect the consolidated surplus, and shows the actual paym ent of dividends to outsiders.

50,000

$105,000
266,000
34,000

25,000

$ 40,000
70,000
...........

$ 80,000

15,000

$105,000
25,000

$750,000
645,000

Total

$ 25,000

$ 30,000
5,000

$300,000
270,000

C

Company

$110,000

$ 25,000
70.000
10,000

$ 20,000
5,000

5,000

$ 25,000

$200,000
175,000

Com pany

$190,000$105,000

Dividends paid ....................................................................................................

T o ta l .............................................................................................................

$ 40,000

N et profit for the y ear ......................................................................................
Surplus, January 1, 1932 .................................................................................
Dividends received ............................................................................................
126,000
24,000

$ 35,000
5,000

$ 50,000
15,000

Gross profit on sales ..........................................................................................
Adm inistrative and general expenses ...........................................................

Net profit from operations ..............................................................................
Miscellaneous other incom e ............................................................................

$250,000
200,000

Sales .......................................................................................................................
Cost of goods sold ..............................................................................................

Company

A B

Consolidated statem ent of income, expenses, and surplus for the year ended Decem ber 31, 1932

C ompany A and S ubsidiaries C ompanies B

Students' Department

The Journal of Accountancy
Problem No. 5:
For a number of years the Buffalo Textile Co. has conducted a wool yarn
business. In addition to this business, a year or two ago they purchased a
large mill and conducted a milling business. They built a power plant to
produce their own power for both plants.
An examination of the minute book shows that a vote of the entire stock of
the company authorizes the sale of the entire assets of the company used in the
grist-mill operation and the power plant to the Arkport Milling & Storage Com
pany as of October 31, 1932, for $20,000 par value of the common stock of the
Arkport Milling & Storage Company (being the entire stock of this company).
The inventories of corn, wheat and produce on hand October 31, 1932, are
to be sold to the new company at the inventory price.
You have a verified trial balance as given below and are required to prepare:
(a) Operating statements by departments for the fiscal year ended October
31, 1932, before giving effect to the above resolution.
(b) Separate balance-sheets of the Buffalo Textile Co. and of the Arkport
Storage & Milling Company, as of October 31, 1932, after giving effect to the
provisions of the resolution.
Trial balance as at October 31, 1932

Debit
Credit
Wool mill plant land................................................... $ 2,000.00
Wool mill plant buildings..........................................
7,500.00
Wool mill machinery..................................................
16,500.00
Wool mill furniture and fixtures..............................
350.00
Wool mill employees’ cottages.................................
4,200.00
Grist mill land.............................................................
300.00
Grist mill buildings....................................................
2,000.00
Grist mill machinery..................................................
4,000.00
Power plant land and riparian rights......................
1,000.00
Power plant dam........................................................
4,000.00
Power plant machinery.............................................
4,000.00
Power lines and transformers...................................
1,000.00
Wool yarn inventory October 31,1931 (23,500 lbs.).
13,000.00
$146,250.00
Wool yarn sales 1931-1932 (292,500 lbs.)..............
1,200.00
Waste, bagging and ties sales, 1931-1932 ..............
17,500.00
Grist mill products sales, 1931—1932.......................
75.00
Power sales to the outsiders.....................................
5,250.00
Storage fees income....................................................
Wool inventory October 31, 1931 (35,220 lbs.)... .
7,255.00
Wool purchases, 1931-1932 (306,000 lbs.)..............
76,500.00
Wool mill labor...........................................................
36,000.00
Wool mill superintendent..........................................
600.00
Wool mill repairs and supplies.................................
7,400.00
Wool mill insurance....................................................
1,200.00
Wool mill taxes...........................................................
500.00
Corn and wheat inventory, October 31, 1931........
700.00
Corn and wheat purchases, 1931-1932 ...................
11,800.00
Grist mill and storage labor......................................
2,000.00
Grist mill miller..........................................................
300.00
Grist mill repairs and supplies..................................
1,200.00
Grist mill insurance....................................................
600.00
Grist mill taxes...........................................................
200.00
Power plant superintendent and helpers................
550.00
Power plant and line repairs.....................................
300.00
Power plant insurance...............................................
250.00
Power plant taxes.......................................................
100.00
Repairs account lightning damage to power plant
and line July 15, 1932 (no storm insurance). ...
400.00
Officers’ salaries..........................................................
1,500.00
General office expense................................................
2,000.00
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Interest paid............................................ ..................
Bills payable............................................ ..................
Accounts payable...................................
Accounts receivable............................... ..................
Cash........................................................ . ....................
Annual
Depreciation reserves:
Rate
Power plant dam............................... .... (5%)
Power plant and machinery............ .... (1o%)
Wool mill plant buildings................... . . . (3%)
Wool mill machinery........................ .... (5%)
Wool mill employees’ cottages........ .... (5%)
Wool mill furniture and fixtures . . . .... (10%)
Grist mill buildings........................... .... (3%)
Grist mill machinery......................... .... (5%)
Capital stock...........................................
Surplus.....................................................

$

Debit
300.00

Credit
$

6,350.00
2,500.00

7,300.00
6,980.00
600.00
300.00
1,500.00
5,000.00
1,000.00
200.00
180.00
600.00
20,000.00
17,280.00
$225,785.00 $225,785.00

Inventories:
Raw wool, 45,000 lbs.
(Market October 31, 1932, 28.5 cents)
Wool yarns, 1,500 lbs. at 65 cents (current market, 70 cents)
Corn, wheat and grist mill products, $750,000.
(Market price as far as ascertainable)
Unexpired insurance:
Wool mill, $450.00
Grist mill, $250.00
Power plant, $100.00
Power cost to be divided 80% wool mill, 20% grist mill, this being actual
proportion used by each.
Solution:
Comments:
1. No depreciation was provided on power lines and transformers, because
none appears to have been provided in the past, and no rate is furnished.
Power lines and transformers do not ordinarily come under the classification of
power plant and machinery (the phrase “power plant and line” appears twice
in the trial balance), and no specific depreciation reserve is on the books for the
lines. The company may be charging all power line and transformer mainte
nance directly to expense, and providing no depreciation on the theory that
the maintenance makes good the depreciation. The expense “power plant
and line repairs,” of $300 (with plant of $4,000 and lines of $1,000) is large
enough to permit this interpretation.
2. The power plant repairs occasioned by lightning damage are not an
ordinary expense, and therefore have not been taken into consideration in
arriving at the cost of power, even though the storm insurance premium would
have been considered an element of cost.
3. No basis is given for the valuation of 65 cents a pound placed on the clos
ing inventory of wool yarn. While this valuation of the company’s finished
product is lower than market (70 cents) it is higher than the average selling
price for the year (50 cents) and the average cost of yarn manufactured during
the year (approximately 44 cents).
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It will be noted that the opening inventory of wool yarn was priced at 55 +
cents per pound, which appears to be greater than the selling price at that date
(the average selling price of yarn for the year was 50 cents per pound, and the
raw wool rose from about 20 cents per pound in the opening inventory to a
market value of 28.5 cents at the end of the year, apparently indicating an
upward trend in price during the year). But this fact alone does not justify
the valuation of the closing inventory at the stated figure of 65 cents, as the
opening inventory may have been valued incorrectly.
This solution values the inventory at average cost, this being the most correct
on the basis of the information available.
The raw wool inventory is valued at average purchase cost.
4. The inventories of grist mill products are treated as having been sold to
the new company on open account, a transaction separate from the sale of
assets for stock. While the third paragraph of the problem might have been
intended merely as an elaboration of the terms of sale previously recited, the
inventories would not normally come under the heading of “assets used in the
grist mill operations.”
From the standpoint of the Arkport Company, inclusion of the inventories
as a part of the consideration received for the stock would place a lower valua
tion upon goodwill (or stock discount).
Schedule 1

Buffalo Textile Co.

Statement of cost of power
for the year ended October 31, 1932

Expenses:
Power plant superintendent and helpers......................
$ 550.00
Power plant and line repairs..........................................
300.00
Insurance............................................................................
150.00
Taxes...................................................................................
100.00
Depreciation:
Dam.................. ...................................................... $200.00
Plant machinery...........................................................
400.00
600.00
Total...........................................................................
Less: sales to outsiders.........................................................

$1,700.00
75.00

Cost of power.........................................................................

$1,625.00

Distributed as follows:
Wool mill—80%............................................................
Gristmill—20%................................................................

$1,300.00
325.00

Total...........................................................................

$1,625.00
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Buffalo Textile Co.

Statement of cost of sales
for the year ended October 31, 1932

Wool mill
Materials:
Opening inventory.........................
Purchases.........................................

$

Grist mill

7,255.00 $ 700.00
76,500.00 11,800.00

Total
$

7,955.00
88,300.00

Total......................................... $ 83,755.00 $12,500.00 $ 96,255.00
Closing inventory...........................
11,250.00
11,250.00
..............

Cost of materials....................

$ 72,505.00 $12,500.00

$ 85,005.00

Labor....................................................

$ 36,000.00 $ 2,000.00

$ 38,000.00

Manufacturing expenses:
Superintendence.............................
Power...............................................
Repairs and supplies......................
Insurance.........................................
Taxes................................................
Depreciation:
Buildings..................................
Employees’ cottages..................
Machinery...................................
Furniture and fixtures...............

$

600.00 $ 300.00
1,300.00
325.00
7,400.00
1,200.00
750.00
350.00
500.00
200.00
225.00
210.00
825.00
35.00

$

900.00
1,625.00
8,600.00
1,100.00
700.00

60.00
285.00
.......... 210.00
200.00
1,025.00
35.00
..........

Total manufacturing expenses $ 11,845.00 $ 2,635.00

$ 14,480.00

Total..................................................... $120,350.00 $17,135.00 $137,485.00
Less: sale of waste, bagging and ties..
1,200.00
.......... 1,200.00

Cost of goods manufactured............. $119,150.00 $17,135.00

$136,285.00

Variation in inventory of finished
goods:
Opening............................................ $ 13,000.00 $ ............
Closing.............................................
660.00
750.00

$ 13,000.00
1,410.00

Add: decrease..........................

Cost of sales........................................

$ 12,340.00 $

750.00* $ 11,590.00

$131,490.00 $16,385.00

*Red.
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Buffalo Textile Co.
Statement of profit and loss
for the year ended October 31, 1932
Sales and storage fees..........................
Cost of sales..........................................

Wool mill
Grist mill
Total
$146,250.00 $22,750.00 $169,000.00
131,490.00 16,385.00 147,875.00

Gross profit on sales................. $ 14,760.00 $ 6,365.00 $ 21,125.00

Expenses:
Officers’ salaries............................................................................... $ 1,500.00
General office expense....................................................................
2,000.00

Total expenses......................................................................... $ 3,500.00

Net profit from operations................................................................

$ 17,625.00

Other expenses:
Interest.............................................................................................
Repairs of lightning damage.........................................................

$

300.00
400.00

Total other expenses..............................................................

$

700.00

Net profit for the year (before provision for income tax)............
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Buffalo Textile Co.
Balance-sheet
October 31, 1932

Assets
Current assets:
Cash.......................................................................... $ 6,980.00
Accounts receivable....................................................
7,300.00
Due from Arkport Storage and Milling Company. .
750.00
Inventories (at cost):
Wool yarn.......................................... $ 660.00
Wool.................................................... 11,250.00 11,910.00
Total current assets...........................................
$26,940.00
Unexpired insurance premiums....................................
450.00
Investment in Arkport Storage and Milling Company
(at cost)....................................................................
14,110.00
Fixed assets:
Reserve
for depre
Cost
ciation
Book value
$ 2,000.00
Land................................. $ 2,000.00
$..............
1,725.00
Buildings..........................
7,500.00
5,775.00
5,825.00 10,675.00
Machinery.......................
16,500.00
235.00
115.00
Furniture and fixtures.. .. . 350.00
Employees’ cottages. . . .
4,200.00
1,210.00
2,990.00

Total fixed Assets—
net......................... $30,550.00 $ 8,995.00

21,555.00
$63,055.00

Liabilities and net worth
Current liabilities:
Accounts payable........................................................ $ 2,500.00
6,350.00
Bills payable................................................................
Total current liabilities......................................
Net worth:
Capital stock........................................................... $20,000.00
Surplus:
Balance, October 31, 1931.............. $17,280.00
Net profit for the year ended
October 31, 1932....................... 16,925.00 34,205.00

Total net worth..................................................

$ 8,850.00

54,205.00

$63,055.00
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Exhibit D
Arkport Storage & Milling Company

Balance-sheet
October 31, 1932
Assets
Current assets:
Inventory of grain.......... .............................................................. $
Prepaid insurance.................................................................................

750.00
350.00

Fixed assets:

Cost

Reserve
for depre
ciation
Book value

Grist mill:

Land............................. $ 300.00 $ $..........
300.00
Buildings..........................
2,000.00
240.00 1,760.00
Machinery.......................
4,000.00
800.00 3,200.00
Power plant:
Land and riparian rights.
1,000.00
1,000.00
Dam..................................
4,000.00
800.00 3,200.00
Machinery.......................
4,000.00
700.00 3,300.00
Power lines and trans■
formers.............................
1,000.00
1,000.00
..........
Total fixed Assets—net $16,300.00 $2,540.00

13,760.00

Goodwill (or discount on stock)...................

5,890.00
$20,750.00

Liabilities and net worth
Current liabilities:
Due to Buffalo Textile Company........
Net worth:
Capital stock...............................................

$

750.00
20,000.00

$20,750.00
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FINANCIAL EXAMINATIONS. By F. W. Thornton. American Insti
tute Publishing Co., Inc., New York. 274 pages. 1933.
In 1917 the American Institute of Accountants undertook the preparation of
a pamphlet outlining what was then regarded as an acceptable audit procedure
in making “balance-sheet audits.” This pamphlet appeared and was called
Approved Methods for the Preparation of Balance-sheet Statements. This was of
great service to accountants particularly, as well as to bankers.
Late in 1929, a committee of the American Institute of Accountants revised
this pamphlet of 1917 and it was published by the federal reserve board with the
title Verification of Financial Statements.
This pamphlet is the foundation of Mr. Thornton’s new book Financial
Examinations. He is already well known to the profession in the United States
by his book Duties of the Senior Accountant.
The difficulty in reviewing Financial Statements is a very real one. The book
is a clear and concise outline of the procedure to be followed in examining and
confirming assets and liabilities and it also deals with the profit-and-loss ac
count. To select any chapter for special mention is not necessary. The book
should be carefully read by every practising accountant, and it should be carried
in the brief case of every staff accountant and be used by him as a reference.
Senior and assistant accountants would do well if, before beginning any
section of an examination, they read what Mr. Thornton has to say about that
particular problem. Take chapter III “Cash and control of securities” as an
illustration. Read this before commencing on that work. Then read it just
before completion and a more thorough and satisfactory job will result.
Mr. Thornton is to be congratulated upon his latest work. It is one of out
standing merit and will be of great value to all members of the profession.
James Hall
ACCOUNTING THEORY AND PRACTICE—ADVANCED ACCOUNT
ING. Third revised edition. By Roy B. Kester. The Ronald Press
Co., New York. Cloth, 846 pages. 1933.
Advanced Accounting is the second volume of Dr. Kester’s three-volume
series, Accounting Theory and Practice, intended for second-year students in the
school of business, Columbia university. This, the third edition, has been re
vised throughout and considerably amplified. A standard text so well known
to the accounting profession needs no description beyond remarking that in
general there is a fuller and franker discussion of complicated and debatable
questions than is usually found in text-books of this kind, the author’s experi
ence indicates “that only by presenting all sides of a problem can the student
really comprehend and analyze constructively given situations.”
The general reader will find the book highly interesting for its excellent dis
cussions of the philosophy, as well as of the theory and practice, of higher ac
counting. The outstanding chapters are those dealing with capital stock and
its problems, especially no-par stock—ever a perplexing subject; the proper use
and classification of surplus and reserves; depreciation in its many forms and
ramifications; and the discussion of the pressing problem of the hour, the chang
ing value of the dollar as applied to reappraisals of fixed assets.
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Regarding the last, Dr. Kester’s analysis and discussion foreshadows a radical
departure from traditional and standard practice. His general conclusion is that
periodical reappraisals of fixed assets based on the fluctuations of the dollar are
to be expected in future balance-sheets. Since such fluctuations can be meas
ured only by the current replacement value of the asset concerned, this means
current market value. It is not entirely new, of course; many corporations all
too eagerly took advantage of the high prices in the 'twenties to inflate fixed
assets. It will be interesting to observe how they will welcome the logical
counter-proposition to write down these same assets to current market values of
1933.
W. H. Lawton
INTERMEDIATE ACCOUNTING, Vol. I. By Jacob B. Taylor and
Hermann C. Miller. McGraw-Hill Book Company, Inc., New York.
Cloth, 409 pages. 1933.

Intermediate Accounting is a sound and concise text dealing with the general
principles of higher accounting intended for students in the first half of the
second year at Ohio state university. In keeping with the trend of the times
particular stress is laid upon the problems of asset valuation and of the prepara
tion of truthful and informative statements whether for the management, the
creditor or the investor. Many illustrations, charts, tables, etc., together with
test-questions and 150 pages of problems, give the student ample material for
working out in the concrete what he learns of theory from the text—and also
saves superfluous descriptive verbiage. After all, the student in his second year
is learning how to keep books and prepare statements of the more complicated
kind, and practice is the only effective method.
W. H. Lawton
BUSINESS UNDER THE RECOVERY ACT, by Lawrence Valenstein
and E. B. Weiss. McGraw-Hill Book Company, Inc. 314 pages. 1933.

Business Under the Recovery Act must have been completed within a few
weeks after passage of the act (the only industrial code referred to is that of the
cotton textile industry as approved by the president with certain conditions on
July 9, 1933) and therefore properly confines itself to the longer range view of
changes in the conduct of business which are likely to result from the legisla
tion. It devotes itself primarily to the probable effects of the act on mer
chandising and states that its “goal is to paint for the manufacturing executive
whose prime interest is in the sales end of his business a picture of merchandis
ing, selling and advertising under the new order of things.” The problems of
labor’s wages and hours, which have loomed so important in the administration
of the act thus far, and the relationship of cost finding and other accounting
problems to the conduct of business under industrial codes are not comprised
in the goal of the writers.
There is therefore little of immediate technical information for the account
ant in this book. As general reading for anyone dealing with business prob
lems, it should stimulate a broad consideration of what effects the industrial
recovery legislation may have on the distribution functions of business.
Being directed primarily toward merchandising problems, the book is largely
given over to consideration of good and bad factors in the field of practices in
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competitive selling. The writers are hopeful that industrial codes of practice
properly enforced will tend to eradicate unethical advertising and many unfair
methods of competition which are enumerated and discussed throughout the
book. They also feel that the act may foster cooperative advertising, sounder
determination of profitable selling prices, greater opportunities for independent
retailers and other factors favorable to industrial development. In perusal of
these many possibilities of change in merchandising methods, the accountant
in industry may derive valuable suggestions for statistical studies which will
assist management when the questions of changing methods and adoption of
specific clauses in the codes of competitive practices are being considered.
The book also includes interesting historical and background material, such
as the chapters on the experience business has had in the trade-practice confer
ences under the federal trade commission and on the German cartel system.
Donald P. Perry

MODERN ACCOUNTING SYSTEMS, by William D. Gordon and Jere
miah Lockwood. John Wiley & Sons, New York. Cloth, 480 pages.
1933.
A second edition, rewritten and somewhat enlarged, of Modern Accounting
Systems indicates that it has earned a place in accounting literature. The
peculiar advantages of the plan upon which it is written were set forth in the
review of the first edition in The Journal of Accountancy, April, 1925, and
there is little or nothing to add to it.
The paragraphs on the organization of national banks and on the qualifica
tions of directors must be read with caution, as the banking act of 1933 has
made some drastic changes in the law. For instance, after July 1, 1934, every
newly organized national bank must join in the guarantee of the deposits of
all banks members of the federal reserve; also the minimum limit of capital is
$50,000. After June 16, 1934, each director must be a bona-fide owner of
shares in the bank to the extent of $1,000 to $2,500, according to the size of the
bank’s capital; and after January 1, 1934, no director of a national bank shall be
at the same time a director or an officer of a concern dealing in securities, nor of
any concern which makes loans on collateral to others than its own subsidiaries.
To be sure, these are matters for the lawyer rather than for the accountant,
but since the authors have included this somewhat irrelevant matter (it would
perhaps have been better to omit it entirely in a work of this class) it is only
fair to put the reader on guard.
W. H. Lawton

LUCA PACIOLI ABHANDLUNG ÜBER DIE BUCHHALTUNG, 1494,
Nach dem italienischen Original von 1494 ins Deutsche übersetzt und mit
einer Einleitung fiber die Italienische Buchhaltung im 14. und 15. Jahrhundert und Paciolis Leben und Werk versehen von Balduin Penndorf.
(Quellen und Studien zur Geschichte der Betriebswirtschaftslehre. Band
II.) C. E. Poeschel Verlag, Stuttgart, 1933.
The first translation of Pacioli’s treatise on bookkeeping was made by Jäger
into German. Since then it has been rendered into six other languages. Now
after more than half a century this second German version appears.
In addition to the translation of the text, Penndorf gives an interesting

475

The Journal of Accountancy
description of bookkeeping practice in Italy during the fourteenth and fifteenth
centuries and a sketch of Pacioli’s life and his influence on subsequent writers.
It is a pleasure to welcome this new translation of a very difficult text. To
those reading German it is greatly to be preferred to either of the English ver
sions.
An interesting feature is the discussion as to the actual authorship of the
treatise. Penndorf does not positively reject Besta’s theory that Pacioli was
not its author but that he merely incorporated in his Summa the work of some
unknown writer. But he does show that some of the arguments which Besta
advances in support of his thesis, are altogether unsound. And this he does be
cause of having studied the Summa as a whole, and not merely the section on
bookkeeping.
Henry Rand Hatfield
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practice. Gives Information you need to han
dle any situation, everyday or emergency,
from simple bookkeeping to higher accounting. Principles, working procedure, forms,
controls, reports, audits, etc.—33 big sec
tions in one handy volume for desk or brief
case — the Accountants’ Handbook.
Widely used by executives, credit men;
bankers—over 110,000 copies bought. Noth
ing else like it at any price. Best opinion on
all angles—legal, financial, banking, account
ing. Editorial Board of over 70 experts.
Content would fill 10 big books of usual style.
Write today for 32-page sample section,
With full details, Including low cost, of this
great Handbook. No charge; no obliga
tion; no salesman will call.
(Mall This Form)
The
Press COMPANY,
Dept. M685
15 Ronald
East 26th Street,
New York, N. Y.
Please send me, without charge, the 32-page sample section
of the Accountants’ Handbook with full information about
this book and its low cost.
Name (print name).....................................................................
Address....................................................................................
City............................................................. State...................

Newlove’s
C.P.A. Accounting
Theory, Auditing and Problems
A four-volume digest of problems and ques
tions given in 955 C. P. A. examinations by
accountancy boards in 48 states; June, 1929
papers are included.
The four buckram-bound volumes contain 400
problems and 5,824 questions, classified in re
lated groups, with lectures authenticated by
7,579 specific references to recognized accounting
authorities. Volume II solves problems in Volume
I; Volume IV problems in Volume III. Time
allowances are given so problems may be solved
under C. P. A. conditions.
THE WHITE PRESS COMPANY, INC.,
Departmental Bank Bldg., Washington, D. C.
You may send me on 5 days approval books checked.
□ Complete Set (Four Volumes, 1,871 pages), $15.00
□ Volume I and Solutions (Vol. II), $7.50
□ Volume III and Solutions (Vol. IV). $7.50
agree to pay for the books or return them postpaid within
Ifive
days of receipt.

We are in need of additional copies of the
January, 1916 and July, 1916

Signed..................................................................................................

JOURNAL OF ACCOUNTANCY
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American Institute Publishing Co., Inc.
135 Cedar Street
New York

TERMINOLOGY
A preliminary report of a special
committee on terminology of
the American Institute of Ac
countants. A glossary of ac
counting terms which reflects
present-day usages of the vocab
ulary of the profession. Business
executives, students in account
ing and finance and, above all,
accountants themselves will find
this book a substantial aid in
their work.
126 pages

Price $1.50

Street...............................................

(Sent on approval only in U. S. and Canada)
Write for Illustrative Circular

C. P. A. LAWS OF THE
UNITED STATES
$3.00
Compiled by the American Institute of
Accountants. The only available collec
tion of the full text of all the laws in
effect September, 1930, governing certi
fication of public accountants in all states
and territories of the United States.

INTRODUCTION TO
ACTUARIAL SCIENCE
BY HARRY ANSON FINNEY
$1.50
A clear elementary textbook on actuarial
science.

AMERICAN INSTITUTE
PUBLISHING CO., INC.

AMERICAN INSTITUTE
PUBLISHING CO., INC.

135 Cedar Street, New York

135 Cedar Street, New York

RUMFORD PRESS
CONCORD, N. H.

DUTIES of the

JUNIOR ACCOUNTANT
By
ALFRED B. CIPRIANI
" ecause of the many developments in business practice
B
and in accounting since the issue of the original volume,
the publishers considered a revised edition might make the
book even more useful. A. B. Cipriani, an accountant of the
firm with which Messrs. Reynolds and Thornton were as
sociated, took the matter in hand and the result is a new
book under the same name as the old one, containing more
information upon those subjects where this appears neces
sary and in addition the introduction of much new material.

“While this book has been written for and addressed to the
junior accountant who will find it of unquestioned service
and help in his everyday work, it can be, in my opinion,
also of very considerable service to the senior accountant and
to the principal. I would unhesitatingly commend the book
to all Canadian accountants who will find in it many valu
able and interesting suggestions which might with profit be
followed.
“I understand some of our leading firms of accountants
made a custom of handing a copy of the original volume to
each young man entering their offices. I am sure that no
mistake would be made in continuing this practice with a
copy of the new volume.”

— The Canadian Chartered Accountant, Toronto, Canada.
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